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INTERSTATE  COMMERCE 
COMMISSION 

[Ex  Parte  No.  293  (Sub.  No.  «)  ] 

CONTINUATION  SUBSIDY  DECISIONS 
Criteria  for  Rail  Service 

On  June  9, 1975  (40  PR  24686) .  the  Di¬ 
rector  of  the  Rail  Services  Planning  Of¬ 
fice  (“Ofllce”)  of  the  Interstate  Com¬ 
merce  Commission  issued  a  notice  of  In¬ 
tent  To  Establish  Criteria,  pursuant  to 
Section  205(d)  (4)  of  the  Regional  Rail 
Reorganization  Act  of  1973  (the  “Act”) 
which  directs  the  OfiBce  to: 

•  •  •  Assist  States  and  local  and  regional 
transportation  agencies  In  making  determin¬ 
ations  whether  to  provide  raU  service  contin¬ 
uation  subsidies  to  maintain  In  operation 
particular  raU  properties  by  establishing  cri¬ 
teria  tor  determining  whether  particular  rail 
properties  are  suitable  for  rail  service  con¬ 
tinuation  subsidies.  •  •  • 

This  particular  duty  of  the  Office  is 
related  to  other  provisions  of  the  Act, 
which  provide  for  the  preservation  of  cer¬ 
tain  rail  services  in  the  Northeast  and 
Midwest  Regions  if  States,  local  or  re¬ 
gional  transportation  authorities,  users 
of  rail  services  or  other  responsible  per¬ 
sons  offer  to  make  “rail  service  continu¬ 
ation  subsidy”  payments  (Section  304) ; 
and  which  provide  for  a  two-year  Fed¬ 
erally  supported  assistance  program  of 
$90  million  for  each  of  two  fiscal  years 
(Sections  402  and  403).  The  Federal 
share  of  rail  service  subsidy  costs  under 
Section  402  will  be  70  percent,  with  the 
remaining  30  percent  share  to  be  pro¬ 
vided  by  each  State,  subject  to  entitle¬ 
ment  as  spelled  out  in  Section  402(b)  (1) 
and  (2) .  Eligibility,  for  a  subsidy  is  cov¬ 
ered  imder  Section  402(c) .  Under  Section 
403  of  the  Act.  Federal  loans  or  loan 
guarantees  for  the  acquisition  or  mod¬ 
ernization  of  rail  properties  will  not  ex¬ 
ceed  70  percent  of  the  purchase  price  or 
the  cost  of  rehabilitation. 

1-2 

In  addition  to  the  requirement  that  it 
publish  criteria  to  assist  in  the  making 
of  rail  service  continuation  subsidy  de¬ 
cisions,  the  Office  was  directed  under 
Section  206(d)  (3)  of  the  Act,  to  publish 
standards  for  determining  the  level  of 
rail  service  continuation  subsidy  pay¬ 
ments.  Such  standards  were  the  subject 
of  a  proceeding.  Ex  Parte  No.  293,  (Sub. 
No.  2),  Standards  for  Determining  Rail 
Service  Continuation  Subsidies  (“Sub¬ 
sidy  Standards”) ,  and  were  published  on 
July  1, 1974,  at  39  FR  24294,  with  amend¬ 
ments  on  Janu£^  8,  1975,  at  40  FR  1624 
and  with  additional  amendments  on 
March  28,  1975,  at  40  FR  14186.  In  order 
to  avoid  possible  confusion,  it  should  be 
noted  that  this  proceeding  pertains  to 
.subsidy  criteria,  required  to  be  issued  by 
the  Office  under  Section  205(d)  (4)  of  the 
Act,  and  not  to  subsidy  standards,  issued 
previously  by  the  Office  pursuant  to  Sec¬ 
tion  205(d)(3). 

The  Act  specifies  under  Section  205 
^d)(4)  that  the  subsidy  criteria  include 
the  following  considerations: 


*  *  *  Rail  properties  are  suitable  If  the 
cost  of  the  required  subsidy  for  such  proper¬ 
ties  per  year  to  the  taxpayers  Is  less  than  the 
cost  of  termination  of  rail  service  over  such 
prc^rtles  measured  by  Increased  fuel  con¬ 
sumption  and  operational  costs  for  alterna¬ 
tive  modes  of  transportation;  the  cost  to  the 
gross  national  product  In  terms  of  reduced 
output  of  goods  and  services;  the  cost  of  re¬ 
locating  or  assisting  through  unemployment, 
retraining  and  welfare  benefits  to  Individuals 
and  firms  adversely  affected  thereby;  and  the 
cost  to  the  environment  measured  by  damage 
caused  by  Increased  pollution.  •  •  • 

It  is  clear  from  the  Act  that  the  sub¬ 
sidy  criteria  are  to  be  advisory  in  nature, 
and  in  no  respect  should  they  be  con¬ 
strued  as  compulsory  guidelines  which 
must  be  followed  by  any  party  in  connec¬ 
tion  with  any  provisions  of  the  Act.  How¬ 
ever,  Federal  Railroad  Administration 
regulations  promulgated  under  §  255.9- 
(b)  (1)  (ii).  Requirements  for  State  Rail 
Plan  for  Rail  Transportation  and  Local 
Rail  Services,  Continuation  of  Local  Rail 
Services,  procedures  and  Requirements 
Regarding  Applications  for  and  Dis¬ 
bursement  of  Rail  Service  Continuation 
Assistance,  49  CFR  Part  255,  FRA  Eco¬ 
nomic  Docket  No.  3,  Notice  No.  2,  issued 
with  amendmmts  on  January  22,  1975 
(“FRA  Regulations”)  require  that  State 
Rail  Plans  submitted  to  the  Federal  Rail¬ 
road  Administrator  must  indicate  con¬ 
sideration  by  the  States  of  the  Office’s 
advisory  subsidy  criteria. 

It  Is  also  clear  that  there  is  no  legal 
requirement  that  the  criteria  be  adopted 
pursuant  to  formal  rulemaking  proce¬ 
dures.  However,  the  Office  believed 
that  public  comment,  suggestions,  and 
criticism  would  prove  valuable  in  de¬ 
veloping  the  criteria.  Therefore,  the  Office 
provided  for,  and  invited,  public  com¬ 
ments  to  be  filed  with  the  Office  on  or 
before  July  24,  1975.  Although  there  was 
a  noticeable  lack  of  participation,  the 
comments  received  provided  a  number 
of  valuable  suggestions  which  have  been 
Incorporated  in  these  final  rail  service 
continuation  subsidy  criteria. 

A.  Background  and  Overview 

The  Act  provides  for  a  general  reor- 
ganizati(Hi  and  restructuring  of  the  prop¬ 
erties  and  services  of  the  bankrupt  rail¬ 
roads  operating  in  the  Northesist  and 
Midwest  which  were  found  by  their  re¬ 
spective  reorganization  courts  not  capa¬ 
ble  of  being  reorganized  under  the  nor¬ 
mal  bankruptcy  laws.  When  the 
statutory  planning  process  is  completed 
and  the  Final  System  Plan  (“Plan”)  for 
restructuring  these  railroads  is  effective, 
services  over  lines  designated  as  not 
included  in  the  Plan  may  be  dis¬ 
continued  unless  a  rail  service  continua¬ 
tion  subsidy  is  offered  or  some  other  ap¬ 
propriate  action  is  taken. 

On  July  26,  1975,  the  United  States 
Railway  Assocation  (the  “Association”), 
the  principal  planning  agency  in  the 
rail  reorganization  process,  issued  the 
Plan  for  restructuring  the  railroads.  In 
the  Plan,  the  Association  identified 
some  5,760  miles  of  rail  trackage  that  it 
recommends  not  be  included  in  the  new 
system  (Consolidated  Rail  Corporation 
of  “ConRall”) . 


Prior  to  this  time,  in  accordance  with 
the  FRA  Regulaticms  cited  above.  States 
were  required  to  submit  Phase  I  of  their 
State  Rail  Hans  to  the  Federal  Railroad 
Administrator  for  approval  by  May  15, 
1975.  Phase  n  of  the  State  Rail  Plan  is 
to  be  submitted  for  review  within  30 
days  after  the  date  of  approval  of  the 
Plan  by  the  Congress. 

In  Phase  I,  a  State  had  to  explain  in 
detail  how  it  Intends  to  conduct  its  as¬ 
sistance  program.  Including  identifica¬ 
tion  of  the  data  to  be  acquired  on 
the  rail  system  in  the  State;  the  method¬ 
ology  to  be  used  in  determining  which 
essential  rail  services  should  be  con¬ 
tinued;  the  criteria  to  be  employed  in 
ranking  these  services  according  to  their 
service  priority;  and  an  explanation  of 
the  goals  to  be  used  in  the  development 
of  the  State  Rail  Plan.  Under  Phase  H, 
a  State  must  Identify  the  specific 
services  which  should  be  continued  as 
determined  by  the  application  of  the 
Phase  I  methodology,  criteria  and  goals 
in  response  to  and  consistent  with  the 
Plan;  the  order  of  funding  priority  of 
those  services;  and  the  amount  and 
form  of  the  assistance  required. 

Under  the  present  statutory  timetable, 
the  plan  could  become  effective — unless 
rejected  by  the  Congress — as  early  as 
November  9,  1975.  Beginning  30  days 
thereafter,  or  as  early  as  December  8, 
1975,  the  trustees  of  railroads  in  reor¬ 
ganization  may  give  notice  of  their  in¬ 
tention  to  terminate  service  on  the 
lines  not  designated  to  be  Included 
in  the  Plan.  Service  discontinuance  may 
become  effective  on  a  certain  date  which 
is  not  less  than  60  days  after  date  of 
each  such  notice.  Thus,  service  on  af¬ 
fected  branch  lines  may  actually  be  dis¬ 
continued  as  early  as  February  7,  1976 
unless  a  rail  service  continuation  subsidy 
is  offered. 

B.  Propose  and  Conceptual  Approach 

The  purpose  of  the  proposed  criteria  is 
to  assist  a  potential  subsidizer  to  decide 
whether  a  rail  service  continuation  sub¬ 
sidy  should  be  offered,  or  whether  the 
rail  service  should  be  allowed  to  be  termi¬ 
nated  as  requested  in  the  notice  of  in¬ 
tention  to  terminate  service. 

While  the  Act  permits  potential  sub¬ 
sidizers  to  be  a  rail  user  (shipper/ re- 
civer) ;  a  State  Government  (or  agency 
thereof) ;  a  local  or  regional  transporta¬ 
tion  authority  (or  agency) ;  a  com¬ 
munity;  or  any  responsible  person, 
the  Office  is  directed  only  to  assist 
“States  and  local  and  regional  trans¬ 
portation  agencies”.  However,  it  is  as¬ 
sumed  that  the  criteria  will  be  of  in¬ 
terest  to  other  concerned  organizations 
and  individuals  who  would  not  qualify 
technically  as  “transportation  agencies”, 
but  who  are  Intersted  In  determining 
whether  to  retain  rail  service  and  the 
framework  in  which  such  decisions 
should  be  made.  Furthermore,  the  Office 
does  not  believe  that  it  is  within 
its  mandate  to  provide  specific  criteria 
to  guide  individual  business  firms  in 
determining  whether  to  subsidize  rail 
service  for  their  own  benefit,  regardless 
of  any  benefits  that  might  accrue  to  the 
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States,  regions  or  communities  in  which 
the  firms  are  located.  In  all  probability, 
such  Arms  will  have  available  their  own 
cost,  revenue  and  other  business  Infor¬ 
mation  upon  which  to  base  such  a 
decision. 

The  OflSce’s  conceptual  approach  in 
designing  the  criteria  is  to  establish  the 
planning  framework  in  which  rail  service 
continuation  subsidy  decisions  should  be 
made;  to  identify  relevant  factors  to  be 
considered  in  the  decision-making  proc¬ 
ess;  to  present  an  analytical  approach  to 
the  subsidy  decision;  and  to  identify  al¬ 
ternative  means  of  retaining  rail  service 
in  addition  to  the  subsidy  program  as 
provided  in  the  Act. 

The  criteria  are  designed  to  serve  as 
guidelines  only.  No  claim  Is  made  that 
they  are  all-inclusive  and  comprehen¬ 
sive.  However,  their  use  by  a  potential 
subsidizer  should  provide  a  reasonable 
ass\irance  that  Important  issues  and  fac¬ 
tors  are  not  overlooked  In  the  rail  sub¬ 
sidy  decision-making  process. 

The  relevant  factors  which  should  be 
considered  are  numerous  and  complex. 
Some  factors  will  be  convertible  to  mon¬ 
etary  terms,  although  ascertaining  their 
specific  values  may  be  difficult.  Other 
factors  win  be  such  that  it  may  be  im¬ 
practical,  if  not  impossible,  to  represent 
them  in  monetary  terms.  However,  a 
measure  of  their  value,  even  though  it  is 
subjective,  may  be  an  important  deter¬ 
minant  in  the  rail  subsidy  determination 
process.  It  is  also  important  to  recognize 
that  the  values  assigned  to  particular 
factors  can  vary  considerably  depending 
on  the  perspective  of  the  subsidy  pro¬ 
vider.  These  variations  depend  upon 
whether  the  factors  are  being  evaluated 
at  the  local,  regional.  State  or  Federal 
level.  Finally,  it  should  be  noted  that 
in  offering  these  criteria,  the  Office  rec¬ 
ognizes  that  each  and  every  factor  can¬ 
not  be  considered  in  every  potential  rail 
subsidy  decision  situation.  Consequently, 
a  potential  subsidizer  should  be  guided 
in  the  application  of  the  criteria  by  con¬ 
ditions  peculiar  to  the  affected  area  and 
to  the  particular  rail  properties  and  serv¬ 
ices  to  question. 

The  Office  recognizes  that  the  iden¬ 
tification  of  general  subsidy  criteria  will 
not  be  helpful  unless  they  can  be  ai^lled 
to  the  individual  situation  of  potential 
discontinuance  of  service.  Moreover, 
those  who  would  be  affected  by  the  dis¬ 
continuance  of  rail  service  will  have  a 
short  time  frame  in  which  to  decide 
whether  to  offer  a  rail  service  continua¬ 
tion  subsidy,  take  some  other  action  to 
retain  service,  switch  to  alternative 
forms  of  transportation,  or  accept  what¬ 
ever  remaining  consequences  exist.  In 
short,  this  means  making  the  decision 
whether  the  particular  rail  service  is 
worth  keeping  from  a  public  policy  and 
planning  perspective.  In  this  regard,  de¬ 
cision-makers  have  a  total  responsibility 
to  insure  that  public  funds  are  used  to 
fulfill  rail  service  and  other  transporta¬ 
tion  needs  so  as  to  minimize  the  cost  to 
the  public. 


n.  The  Subsidy  Decision  Within  a 
Transportation  Planning  Framework 

Virtually  all  public  subsidy  decisions 
involve  the  choice  of  whether  or  not  to 
use  public  funds  to  support  the  provision 
of  a  good  or  service  which  the  private 
sector  is  imable  to  provide  profitably. 
Since  public  funds  must  be  viewed  as 
scarce,  like  all  resources,  subsidy  de¬ 
cisions  must  be  carefully  weighed  so  as 
to  accomplish  a  rational  use  of  public 
resources  and  to  minimize  the  cost  to  the 
taxpayer.  Achieving  this  goal  depends 
critically  on  the  perspective  of  decision¬ 
makers  and  the  structure  of  the  decision 
making  process  Itself.  A  view  that  sub¬ 
sidies  have  little  impact  outside  the  im¬ 
mediate  area  of  concern  is  a  very  mywic 
understanding  of  the  consequence.  Rath¬ 
er,  the  decision-maker  must  be  keener 
aware  that  subsidy  decisions  in  one  sec¬ 
tor  of  the  economy  may  have  profound 
effects  in  other  sectors,  particularly 
those  which  are  closely  related.  Conse¬ 
quently,  a  deecision  to  suteidlze  should 
be  made  only  when  it  is  determined  that 
such  a  decision  makes  the  best  use  of 
public  funds. 

Section  205(d)  (4)  of  the  Act  requires 
that  consideration  be  given  to  assessing 
comparative  costs  of  alternative  modes 
of  transportation,  along  with  other  fac¬ 
tors,  in  determining  whether  rail  priq?- 
erties  are  suitable  for  rail  service  con¬ 
tinuation  subsidies.  The  specific  lan¬ 
guage  of  this  section  makes  it  clear  that 
the  decision  to  subsidize  is  appropriate, 
if  it  is  less  costly  to  Uie  public  when  com¬ 
pared  to  the  alternative  economic,  social 
and  environmental  costs  including 
transportation  costs  of  not  subsidizing. 
If  this  is  not  the  case,  a  decision  to  sub¬ 
sidize  is  inappropriate,  for  it  is  less 
costly  to  provide  some  alternative  trans¬ 
port  service. 

Section  255.9(a)  of  the  FRA  Regula¬ 
tions  states: 

(a)  state  planning  process.  Consistent  with 
the  purposes  of  the  Act,  the  State  RaU  Plan 
required  under  S  255.6(a)  shall  be  based  upon 
a  comprehensive  and  coordinated  planning 
process  for  the  provision  of  reU  tnmsporta- 
tlon  services  In  the  State,  which  are  essential 
to  meet  the  economic,  environmental  and 
energy  needs  of  the  citizens  of  that  State, 
and  to  provide  for  the  development  of  a  co¬ 
ordinated  and  balanced  tranqxsiiatlon  sys¬ 
tem  within  the  State  or  the  affected  portion 
thereof. 

The  language  of  the  regulations  es¬ 
sentially  requires  that  state  rail  planning 
decisions  be  made  within  the  context  of 
an  overall  transportation  framework. 
Obviously,  decisions  with  regard  to  rail 
continuation  subsidies  are  an  Integral 
part  of  state  rail  plminlng. 

Both  the  language  of  the  Act  and  the 
FRA  Regulations  make  it  apparent  that 
rail  continuation  subsidy  decisions  in¬ 
volving  the  use  of  public  funds  should  be 
made  within  a  framework  designed  to 
achieve  a  balance  in  transportation  plan¬ 
ning  and,  concomitantly,  a  subsidy  deci¬ 
sion  consistent  with  minimizing  t^  cost 
to  the  taxpayer.  Accordingly,  the  purpose 


of  this  discussion  is  to  place  the  subsidy 
decision  within  the  proper  context  of 
overall  transportation  planning. 

A.  Transportation  Planning  Perspective 

With  the  passage  of  the  Act,  public 
officials  and  elected  representatives  have 
become  directly  Involved  in  the  making 
of  decisions  which  affect  the  allocation 
of  resources — capital,  labor,  and  mate¬ 
rials — ^both  to  and  within  the  railroad  in¬ 
dustry.  Historically,  these  decisions  al¬ 
though  constrained  by  public  regulation, 
were  a  private  and  decentralized  respon¬ 
sibility  of  Individual  railroads  based  on 
their  respective  perceptions  of  maiket 
opportunities,  in  sharp  contrast  to  most 
other  modes  of  transportation.  The  trend 
toward  enreater  involvement  in  what  have 
been  traditionally  private  Investment  de¬ 
cisions  apparently  refiects  the  belief  that 
rail  services  objectives  are  no  longer 
capable  of  being  met  completely  by  the 
private  sector. 

Transportation  is  a  vital  econcnnic 
function.  With  the  possible  exception 
perhaps  of  luxury  passenger  service, 
where  “getting  there  is  half  the  fun”, 
transportation  is  not  an  md,  but  a  means 
by  which  goods  and  services  available  in 
the  economy  are  distributed.  Essmitlally, 
transportation  services  to  link  markets 
by  which  goods  and  services  available  in 
this  regard,  the  cost  of  moving  freight 
in  the  form  of  raw  materials,  interme¬ 
diate  goods,  or  final  products  adds  to 
commodity  prices  Just  as  any  input  cost. 
The  cost  of  moving  passengers  can  be 
viewed  identically,  although  consumers 
often  bear  the  cost  directly.  In  formulat¬ 
ing  transportation  policy,  it  is  Important 
that  transportation  be  viewed  as  a  cost 
of  production.  In  this  light,  rail  service 
should  not  be  preserved  for  its  own  sake, 
but  for  its  value  as  a  means  of  minimiz¬ 
ing  the  cost  of  producing  goods  and  serv¬ 
ices  in  the  economy. 

In  most  private  market  situations, 
market  forces  are  activated  by  decision 
makers  working  for  the  most  part,  on  a 
decentralized  basis  to  make  resource  al¬ 
location  choices  in  the  econixny.  Through 
the  interaction  of  these  decentralized  de¬ 
cisions,  resources  are  allocated  within 
the  economy  so  as  to  minimize  the  costs 
of  production.  This  allocation  or  market 
distribution  of  resources  is  the  natural 
fimctionlng  of  the  econmnlc  system. 
When  markets  function  in  this  manner, 
the  result  is  an  efficient  combining  of  re¬ 
sources  in  the  productive  process  with 
favorable  prices  to  the  consumer.  In  such 
cases,  public  planning  is  of  limited  value 
and  may  actually  be  a  hinderance  to  the 
normal  fimctionlng  of  the  market. 

There  are  times  when  private  markets 
do  not  operate  freely  and  effectively  so 
that  an  exclusive  reliance  on  the  private 
sector  does  not  serve  to  allocate  resources 
efficiently.  The  most  obvious  need  for 
public  intervention  occurs  when  there  is 
an  effective  absence  of  competition  in  a 
particular  Industry.  For  example,  where 
a  firm  does  not  have  a  choice  of  service 
for  transporting  its  products,  it  is  a  cap¬ 
tive  customer  of  the  transport  cimipany 
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■which  serves  the  area.  Historically,  this 
was  a  major  reason  for  regulating  the 
transportation  industry  (although  reg¬ 
ulation  was  also  espoused  because  there 
was  in  other  instances  too  much  competi¬ 
tion).  In  the  former  situation,  canders 
are  able  to  impose  prices  on  the  market 
rather  than  having  to  meet  prices  estab¬ 
lished  by  competitive  mechanisms.  Such 
manipulation  of  market  power  tends  to 
reduce  production  and  increase  prices  to 
consumers.  In  these  instances,  the  chal¬ 
lenge  to  the  public  transportation  plan¬ 
ner  is  to  determine  whether  it  is  possi¬ 
ble  to  maintain  or  restore  competitive 
forces  or  to  supplant  the  market  mech¬ 
anism  through  subsidy,  acquisition  or 
some  other  means. 

There  are  times  w'hen  the  private 
market  fails  to  capture  the  costs  asso¬ 
ciated  ■with  certain  resources  used  and 
therefore,  fails  to  distribute  these  costs 
directly  ot  those  responsible  for  their 
creation.  For  example,  homeowners, 
rather  than  shippers,  may  have  to  bear 
the  cost  of  noise  and  air  pollution  from 
trucks  or  railroads  operating  in  their 
neighborhoods.  Concomitantly,  shippers 
may  have  to  pay  higher  freight  bilk  be¬ 
cause  of  highway  congestion  caused  by 
commuters.  These  externalities  can  be 
incorporated  by  public  bodies  into  the 
price  mechanism  through  user  taxes, 
tolk  and  subsidies. 

There  may  ilso  be  certain  “public 
goods”  or  necessities,  such  as  maintain¬ 
ing  access  to  fossil  fuel  sources  or  main¬ 
taining  an  enlarged  transportation  sys¬ 
tem  for  use  in  national  emergencies, 
which  can  be  provided  only  by  public  au¬ 
thorities,  since  private  business  may  have 
no  incentives  to  produce  them.  Such 
goods  are  deemed  to  be  a  public  respon¬ 
sibility  because  it  may  be  impossible  (or 
imdesirable)  to  restrict  their  use  and 
difficult  to  collect  payments  from  users. 

In  the  three  cases  of  what  might  be 
construed  as  failings  of  the  private  mar¬ 
ket  cited  above,  transportation  planning 
at  the  state  and  regional  le^vel  can  con¬ 
tribute  to  the  development  of  well  func¬ 
tioning  transportation  systems.  TTie  role 
of  planning  should  include  the  coordina¬ 
tion,  promotion,  and  where  necessary,  the 
regiilation  of  transportation  activi^.  In 
addition,  pxiblic  planning  activity  should 
be  aimed  at  producing  or  restoring  the 
orderly  functioning  of  private  markets,  as 
well  as  achie^vlng  public  policy  objecti^ves 
that  otherwise  could  not  be  met  through 
private  market  mechanisms. 

B.  The  Meaming  of  Balanced 
f  Transportation 

Transportation  planning,  including  the 
rail  service  continuation  subsidy  decision, 
should  be  responsive  to  achieving  an  ap¬ 
propriate  balance  among  the  functioning 
of  alternative  modes  within  the  trans¬ 
portation  system.  By  the  term  “balance”, 
it  is  meant  that  public  resources  should 
be  devoted  to  alternative  transportation 
modes  in  a  manner  which  maximizes  the 
total  benefits  to  the  public. 

AH  too  often  in  the  past,  transporta¬ 
tion  idanning  has  meant  a  proliferation 


of  disjointed  transportation  programs 
whereby  subsidies  are  often  overly  dedi¬ 
cated  to  one  mode.  The  result  has  been 
an  imbalance  within  and  a  fragmentation 
of  the  total  transport  sector.  Effectively, 
transportation  has  been  compartmen- 
tarized  as  if  it  consisted  of  discrete  and 
disjointed  parts  with  little  recognition  to 
competitive  effects  and  intermodal  in¬ 
terdependency. 

Excessive  investment  (more  than  is  re¬ 
quired  to  produce  optimal  benefits)  in 
one  mode  will  put  other  modes  at  a  com¬ 
petitive  disadvantage,  thereby  leading  to 
reduced  or  discontinued  service  and  fi¬ 
nancial  losses  to  the  competing  modes. 
For  example,  some  observers  believe  that 
over-investment  in  highways  has  pro¬ 
vided  trucking  with  an  unwarranted  com-  ■ 
petitive  advantage  over  railroads.  The 
argmnent  is  based  on  the  view  that  truck¬ 
ing  has  not  paid  its  share  of  the  invest¬ 
ment  required  for  the  higdiway  system 
and.  therefore,  has  gained  a  competitive 
advantage  over  railroads  which  are  rele¬ 
gated  to  paying  the  total  costs  of  develop¬ 
ing  and  maintaining  their  rights  of  way. 
With  the  ever  increasing  fuel  prices,  the 
more  energy  efficient  rail  transport  may 
continue  to  narrow  that  competitive  edge. 
Therefore,  unless  transportation  plan¬ 
ning  is  viewed  comprehensively  trucking 
may  be  placed  at  a  competitive  disadvan¬ 
tage  in  the  future. 

Fragmentation,  over-investment  in 
particular  modes,  cross-subsidization  and 
other  problems  have  resulted  largely  from 
a  segmented  planning  process  which 
often  has  compelled  decision  makers  to 
consider  transportation  issues  on  a  mode- 
by-mode  basis.  Such  an  approach  is  the 
antithesis  of  achieving  a  rational  use  of 
transportation  resources  and  is  in  vivid 
contrast  to  comprehensive  and  balanced 
planning  which  considers  all  modes  si¬ 
multaneously. 

The  development  of  a  balanced  trans¬ 
portation  system  is  directed  toward  indi- 
■vidual  commimities  or  markets,  and  their 
particular  need  for  transr>ortation  serv¬ 
ice.  For  most  locations,  balanced  trans¬ 
portation  means  planning  for  trucking, 
rail  and  other  transport  services  jointly. 
For  these  ifianning  circumstances  the 
geographic  size  of  the  location  or  the 
extent  of  the  market  is  of  prime  impor¬ 
tance.  There  k  no  point  encouraging  re¬ 
source  allocation,  either  through  direct 
cash  subsidies  or  indirect  subsidies 
(which  may  be  in  the  form  of  regulatory 
policy) ,  anumg  cmnpeting  transportation 
modes  for  a  community  which  does  not 
need  or  cannot  support  than.  For  some 
small  markets,  balanced  transportation 
may  mean  only  one  mode  or  two  modes 
serving  distinct  functions.  Situations  of 
this  type  should  be  recognized  and  plan¬ 
ning  undertaken  accordingly.  Besides  the 
size  of  the  market,  the  efficiency  of  the 
transportatimi  mode  at  various  levels  of 
use  is  important  and  must  be  evaluated. 
An  extremely  important  consideration 
in  this  task  is  that  the  unit  cost  of  trans¬ 
portation  changes  with  the  scale  of  op¬ 
eration  and  market  size.  Whereas  one 
mode  might  provide  the  lowest-cost  serv¬ 


ice  in  a  small  market,  another  mode  or  a 
combination  of  modes  may  prove  to  be 
the  least  expensive  in  providing  service 
for  the  commodity  in  a  larger  market. 

The  essential  starting  point  for  bal¬ 
anced  transportation  planning  is  to  rec¬ 
ognize  that  the  primary  objective  of  a 
transportation  system  is  to  provide  the 
most  economically  efficient  movement  of 
freight  and  passengers.  This  objective  re¬ 
quires  that  the  full  costs  of  all  modal 
alternatives  be  explored. 

Full  costs  means  the  costs  to  society, 
not  simply  the  costs  to  the  transport 
company.  These  include  not  only  the  cost 
of  building  capital  facilities,  the  cost  of 
maintaining  and  operating  transporta¬ 
tion  services,  but  also  social  costs  such 
as  those  associated  with  pollution  and 
congestion.  The  private  market  has  no 
direct  way  of  establishing  value  or  as¬ 
sessing  the  persons  responsible  for  such 
social  costs.  Only  when  the  capital  and 
operating  costs  of  each  mode  are  deter¬ 
mined  on  the  same  basis  can  a  realistic 
comparison  be  made  among  them. 

It  is  the  proper  and  legitimate  func- 
ticm  of  planners  to  assess  these  transpor¬ 
tation  costs,  in  conjunction  with  policy 
considerations,  and  to  present  them  so 
that  elected  representatives  and  public 
authorities  can  make  rational  and  intel¬ 
ligent  choices  among  alternatives.  Trans¬ 
portation  investment  decisions  involving 
public  monies  can  then  be  made  in  terms 
of  what  the  cost  would  be  if  one  decision 
rather  than  another  were  made.  This  is 
the  principal  contribution  which  bal¬ 
anced  transportation  planning  can  pro¬ 
vide  to  public  decision-makers.  Con¬ 
comitantly,  rail  service  continuation 
subsidy  decisions  made  within  such  a 
planning  framework  ■will  achieve  a  more 
rational  use  of  public  funds. 

m.  Structure  of  the  Subsidy  Decision 
Making  Process 

As  discussed  previously,  the  decision 
whether  to  subsidize  rail  service  should 
be  reached  within  a  comprehensive  plan¬ 
ning  framework  and  be  part  of  the  de¬ 
velopment  of  a  balanced  transportation 
system.  The  central  issues  which  must 
be  addressed  are  the  transportation 
needs  of  the  public  in  both  the  short  and 
long-run,  and  the  means  by  which  these 
needs  can  be  met  with  a  minimum  use 
of  resources.  Hie  xmdertaking  of  the  ac¬ 
tual  subsidy  decision,  ■within  a  compre¬ 
hensive  planning  framework,  neces¬ 
sitates  a  structured  approach  of  analysis. 
The  approach  offered  herein  follows  a 
structured  format  in  outlining  the 
sequence  of  planning  events  and  decision 
requirements,  yet  allows  for  analsrtical 
flexibility  as  individual  situations  dictate. 

The  approach  to  the  decision-making 
process  can  be  represented  by  a  flow¬ 
chart  depicting  analysis  and  planning 
activities.  Figure  1  schematically  shows 
the  sequence  of  activities  partioned  into 
three  major  phases: 

(1)  InitiaOng  Procedure. 

(2)  Analysis:  Data  and  Decision 
Mechanism. 

(3)  Decision  Options.* 
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In  phase  (1).  preliminary  steps  are  un¬ 
dertaken  to  establish  whether  rail  serv¬ 
ice  should  be  preserved.  Phase  (2)  con¬ 
sists  of  the  suggested  analytical 
procedure  to  be  followed  when  a  more 
thorough  assessment  of  whether  to  sub¬ 
sidize  rail  service  is  needed.  Phase  (3) 
involves  a  consideration  of  the  array 
of  potential  options  available  to  the  sub¬ 
sidy  provider  to  retain  rail  service,  once 
that  decision  has  been  made. 

A.  Initiating  Procedure 

As  indicated  by  the  flowchart  (Figure 
1),  the  decision  process  is  triggered  by 
the  notlflcation  from  an  operating  rail¬ 
road  of  the  intention  to  discontinue  cer¬ 
tain  rail  service  (“Notice”)  and  the  prob¬ 


able  intention  to  abandon  certain  rail 
properties.  Rail  service  cannot  be  discon¬ 
tinued,  however,  if  a  rail  service  con¬ 
tinuation  subsidy,  as  deflned  in  Section 
304(c)  (2)  (A)  of  the  Act,  is  offered  by  a 
responsible  party.  As  required  by  Section 
205(d)  (3)  of  the  Act,  the  amount  of  the 
subsidy  necessary  to  maintain  rail  serv¬ 
ice  will  be  determined  pursuant  to  the 
Subsidy  Standards  promulgated  by  the 
Office. 

Upon  receipt  of  the  Notice,  an  effort 
should  be  made  to  imderstand  precisely 
the  nature  of  the  rail  service  to  be  dis¬ 
continued  and  the  potential  properties  to 
be  abandoned.  This  is  to  prevent  rail 
service  discontinuance  from  occurring 
simply  because  of  confusion  and/or  mis¬ 
understandings.  The  Subsidy  Standards 


require  that  the  Notice  contain  speciflc 
operating  and  other  detailed  informa¬ 
tion.  Moreover,  §  1125.8(d)  states: 

•  *  *  A  notice  of  Intent  to  discontinue  (B) 
of  the  Act,  is  not  considered  to  be  completed 
or  given  untU  the  railroad  has  taken  the  ac¬ 
tions  required  by  paragraphs  (a)  through  (c) 
of  this  section.  •  •  • 

After  verlflcatlon  that  the  Notice  is 
complete,  there  are  three  avenues  of  in¬ 
quiry  that  should  be  undertaken: 

(1)  The  extent  to  which  the  rail  serv¬ 
ice  is  in  the  national  interest; 

(2)  A  review  of  the  designated  rail 
properties  to  Insure  that  the  properties 
are  those  used  and  useful  for  the  rail 
services  in  question:  and 

(3)  The  possibility  of  modifications  to 
the  service  level,  stipulated  in  the  Notice. 


An  investigation  should  be  made  to 
determine  whether  a  Federal  agency  con¬ 
siders  the  continuation  of  rail  service 
necessary  to  the  national  interest  and. 
consequently,  a  potential  subsidy  pro¬ 
vider.  Such  a  situation,  for  example, 
could  arise  where  there  is  a  military  in¬ 
stallation  that  requires  rail  service  on  a 
line  designated  for  rail  service  discon¬ 
tinuance.  Similarly,  there  may  be  situa¬ 
tions  where  maintaining  access  to  coal 
or  other  natural  resources  may  be  de¬ 
sirable  from  a  naticmal  standpoint. 


A  second  avenue  of  inquiry  is  to  re¬ 
view  the  designation  of  used  and  useful 
properties  in  the  Notice.  The  Act  requires 
in  Section  102(10)  that  the 

*  *  *  rail  properties  (be)  assets  or  rights 
owned,  leased,  or  otherwise  controlled  by  a 
railroad  which  are  used  or  useful  In  rail 
transportation  service.  •  •  • 

The  Subsidy  Standards  require  that 
the  value  of  the  properties  over  which 
rail  service  is  to  be  discontinued  be 
estimated  by  the  railroad  in  its  Notice.- 
The  basis  of  the  valuation  must  be  the 


net  liquidation  value  of  use  and  useful 
rail  properties  determined  in  accordance 
with  S  1125.6(b)  of  the  Subsidy  Stand¬ 
ards: 

•  •  •  The  value  of  the  properties  shall  bo 
their  net  liquidation  value  for  their  high¬ 
est  and  best  use,  consistent  with  iq>plicsble 
zoning  and  land  use  regulations,  determined 
by  computing  their  current  market  value  for 
other  than  rail  transportation  ptirpoees,  less 
aU  costs  of  dismantling  and  dlsp^tlon  of 
Improvement  necessary  to  make  the  remain¬ 
ing  property  available  for  Its  highest  and  best 
use.  •  •  • 


FEDERAL  REGISTER,  VOL  40,  NO.  216 — FRIDAY,  NOVEMBER  7,  1975 


52204 


NOTICES 


Obvioiisly,  either  a  change  in  designa-  subsidy  provider  pursuant  to  Section  service.  However,  the  predominate  indus- 
tion  or  a  change  in  the  assigned  value  304(c)  (2)  of  the  Act.  tries  and/or  businesses  of  concern  are 

of  rail  properties  can  alter  the  determl-  There  Is  a  potential  situation  where  those  that  ship  and/or  receive  goods  by 
nation  of  the  required  subsidy  payment,  a  subsidy  offer  of  $1.00  is  all  that  is  neces-  rail  over  the  rail  line  in  question.  Because 
The  value  of  rail  properties  is  used  as  the  sary  to  preserve  rail  service.  As  indicated  of  the  importance  of  this  information  to 
base  to  calculate  the  return  to  the  in  the  Subsidy  Standards,  some  of  the  the  decision-making  process,  consider- 
trustees  of  the  owning  railroad.  There-  costing  methodology  and  components  able  effort  should  be  imdertaken  to  ac- 
fore,  it  is  important  that  a  potential  sub-  used  by  the  Office  are  different  from  quire  as  extensive  and  as  complete  a  date 
sidy  provider  make  certain  that  the  rail  those  used  by  the  Association:  set  as  possible. 

properties  are  those  necessary  to  provide  •  ,  •  u  s  RaUway  Association  identification  and  collection  of 

the  rail  services  required,  i.e.,  those  prop-  is  not  required  to  utilize  these  standards  as  certain  Railroad  data  provides  informa- 
erties  which  are  used  and  useful  for  the  criteria  for  inclusion  of  branch  lines  in  the  tion  on  the  existing  rail  system,  the  na- 
desired  rail  service.  Final  System  Plan,  there  is  a  distinct  pos-  ture  of  existing  and  future  freight  and 

Concurrently  with  the  above  inquiries,  slbuity  that  a  branch  could  be  excluded  passenger  rail  service  capabilities  and 
a  detailed  review  of  the  service  level  profitable  under  the  operating  policies,  the  employment  and 

identified  in  the  Notice  should  be  made  ^^Qsrds.  expenditures  of  railroads,  the  costs  of 

so  as  to  determine  the  adequacy  or  neces-  When  this  situation  arises,  the  subsidy  maintenance  and  rehabilitation  of  plant 
sity  of  the  stated  service.  The  service  offer  necessary  to  continue  rail  service,  and  equipment,  and  the  costs  of  opera- 
level  identified  is  used  to  determine  por-  as  required  by  the  Subsidy  Standards,  is  tions,  A  significant  portion  of  the  rail- 
tlons  of  the  on -branch  avoidable  costs  $i.oo.  road  data,  in  most  cases,  w'ill  be  obtained 


of  the  rail  line  operations.  There  are 
possibilities  for  adjusting  the  subsidy 
amount  by  changing  the  service  level 
as  dictated  by  the  needs  of  the  rail 
users.  The  Subsidy  Standards  indicate 
that: 

•  •  •  The  number  of  trips  per  year  will 
be  based  upon  the  frequency  of  service  per¬ 
formed  at  the  time  the  notice  is  filed  unless 
the  parties  agree  to  a  different  level.  •  •  • 

For  instance.  If  the  level  of  service  can 
be  modified  through  mutual  consent  of 
the  potential  subsidy  provider  and  the 
operating  railroad  so  as  to  lower  the 
number  of  trips  or  on-branch  service 
hours,  the  lower  will  be  on-branch  oi>er- 
ating  costs,  and  consequently,  the  lower 
will  be  the  required  subsidy.  TTiis  can  be 
an  important  consideration,  for  in  many 
situations  the  reliability  of  service  is 
more  important  to  shippers  than  the 
frequency  of  service. 

After  these  three  areas  of  inquiry  have 
been  pursued,  a  recalculation  of  the 
subsidy  payment  may  be  necessary,  de¬ 
pending  on  whether  any  changes  in  serv¬ 
ice,  rail  property,  and  property  value 
have  been  made. 

At  this  point  in  the  decision-making 
process  an  initial  decision,  comprising 
four  alternative  courses  of  action,  can  be 
contemplated: 

(1)  accepting  and  allow'ing  the  discon¬ 
tinuance  to  stand; 

(2)  continuing  rail  service  which  Is  in 
the  national  Interest  through  a  subsidy 
offer  by  a  federal  agency; 

(3)  continuing  rail  service  through  a 
subsidy  offer  of  $1.00;  or 

(4)  proceeding  with  further  study  of 
the  subsidy  decision. 

Whether  due  to  a  lack  of  rail  user 
concern,  the  fact  that  the  rail  line  has 
been  out  of  service  with  no  interest  to 
have  it  revitalized  or  for  other  reasons, 
there  may  be  no  opposition  to  discon¬ 
tinuance.  When  this  is  the  case,  the 
Notice  may  be  acceptable  and  there  is  no 
need  for  further  action.  The  Intention 
of  the  railroad  to  discontinue  service 
should  be  allowed  to  proceed  in  accord¬ 
ance  with  the  provisions  of  Section  304 
of  the  Act. 

If  the  continuance  of  rail  service  is 
determined  to  be  in  the  national  interest, 
the  service  dmuld  be  preserved  by  a 
subsidy  offer  from  a  federal  agency. 


The  $1.00  subsidy  situation  undoubt¬ 
edly  offers  an  opportunity  to  maintain 
rail  service  while  determining  future 
transportation  needs  and  the  prospects 
for  a  viable  transport  system.  It  should  be 
understood  that  the  ultimate  obligation 
of  the  subsidy  provider  could  be  for  more 
than  $1.00.  The  $1.00  amount  is  a  bona 
fide  offer  of  an  initial  subsidy  payment 
in  accordance  with  determinations  made 
under  the  interim  formula  provisions“bf 
the  Subsidy  Standards.  However,  subse¬ 
quent  calculations  of  subsidy  payments 
are  determined  by  using  actual  operating 
experience  (costs  and  revenues)  within 
the  period  of  the  subsidy  agreement,  as 
required  by  the  Subsidy  Standards. 

When  none  of  these  prior  situations 
apply,  further  study  is  required  to  deter¬ 
mine  whether  a  rail  service  continuation 
subsidy  should  be  offered.  At  this  point, 
the  planning  process  enters  the  second 
partition  in  Figure  1. 

B.  Analysis:  Data  and  Decision 
Mechanism 

The  analysis  phase,  first,  requires  the 
Identification  and  collection  of  data. 
There  are  essentistlly  three  categories  of 
data  considered  to  be  pertinent: 

(1)  Rail  Shippers/Receivers. 

(2)  Railroad. 

(3)  Community /State. 

The  identification  and  collection  of  spe¬ 
cific  data  within  these  three  categories 
will  provide  the  relevant  factors,  as  listed 
in  Appendix  A,  which  should  be  analyzed 
by  planners  to  determine  the  effects  of 
rail  service  discontinuance.  Many  rail 
users,  communities  and  States  have  al¬ 
ready  undertaken  tasks  to  investigate 
various  factors  considered  to  be  pertinent 
to  rail  service  operations.  In  general,  the 
Rail  Shipper/ Receiver  data  identify  the 
existing  and  potential  commodity  ship¬ 
ments  by  various  modes,  the  economic 
considerations  with  regard  to  alterna¬ 
tives  to  rail  service  (costs  of  converting 
facilities,  losses  in  retirement  of  plant 
and  equipment,  costs  of  equipment  for  al¬ 
ternative  modes,  etc.),  the  changes  in 
employment,  than  the  problems  with  re¬ 
gard  to  rail  service  requirements  and  to 
restrictions  on  movements  of  products  by 
alternative  modes.  Rail  Shipper/Receiver 
data  should  be  gathered  for  each  indus¬ 
try  and/or  business  in  the  area  which  is 


from  the  railroad  petitioning  to  abandon 
rail  service.  Much  of  this  data  may  be 
supplied  by  railroad  employees  or  repre¬ 
sentatives  in  the  immediate  area  con¬ 
cerned  with  potential  rail  service  dis¬ 
continuance  (study  area) .  However,  some 
information  may  have  to  be  supplied 
from  other  sources,  such  as  corporate  or 
divisional  headquarters  and/or  State  de¬ 
partments  of  transportation.  The  Office 
suggests  that  the  potential  subsidizer 
(and/or  planning  representative)  work 
closely  with  railroad  personnel  to  develop 
the  necessary  Information. 

The  third  category.  Community /State 
data,  should  be  used  to  develop  a  de¬ 
tained  description  (or  profile)  of  the 
community  (and/or  State)  that  will  be 
affected  by  the  discontinuance  of  rail 
service  and  represents  the  purview  of  the 
potential  subsidy  provider.  Hiis  descrip¬ 
tion  should  be  developed  to  specifically 
address  financial,  labor,  planning  and 
development,  physical  characteristics, 
and  demographic  characteristics  as  they 
effect  employment,  growth  and  develop¬ 
ment,  civic  institutions,  public  fimding, 
etc.  within  the  study  area.  Information 
may  be  acquired  from  local.  State  and 
Federal  sources.  Many  times  community 
profiles  of  this  type  are  developed  by 
civic,  financial,  political  or  planning 
organizations.  Therefore,  the  assistance 
of  such  organizations  should  be  solicited 
to  determine  areas  where  sufficient  data 
exists  to  avoid  duplicating  efforts. 

The  data  briefly  outlined  above  can 
be  accumulated  through  data  banks, 
questionnaires  and  personal  contacts.  It 
:^ould  be  recognized  that  a  significant 
portion  of  the  required  data  already 
exists  in  various  data  banks  of  Federal, 
State,  regional,  and  local  agencies,  par¬ 
ticularly  Community /State  data.  How¬ 
ever,  there  undoubtedly  will  be  a  need 
to  update  and  make  modifications  to 
data  sets,  aside  from  collecting  necessary 
additional  Information.  An  important 
source  of  information,  particularly  with 
regard  to  the  shipc>ers/receivers  and  the 
railroad,  is  the  questionnaire.  In  many 
localities  and  States,  such  question¬ 
naires  have  already  been  utilized.  The 
information  requested  should  be  suffi¬ 
ciently  detailed  to  be  directly  useable  in 
establishing  baseline  and  development 
characteristics,  and  to  minimize  ambig¬ 
uity  in  their  Interpretation.  Very  often 


which  would  assume  the  role  of  a  100%  directly  or  indirectly  affected  by  the  rail  questionnaires  are  the  first-line  sources 
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of  information  for  direct  use  in  analj’ses 
and  for  establishing  data  banks.  Further¬ 
more,  data  bank  and  questionnaire 
sources  of  information  can  be  supple¬ 
mented  by  personal  contacts  or  inter¬ 
views.  This  approach  can  be  used  to 
clarify  and  amplify  information  gathered 
through  other  sources. 

Factors  to  be  considered  in  the  analy¬ 
sis  and  methods  of  data  collection,  as 
well  as  actual  forms  and  questionnaires 
which  may  be  helpful,  are  presented  in 
detail  in  “Guide  For  Evaluating  The 
Community  Impact  (K  Rail  Service  Dis¬ 
continuance”,  prepared  for  the  OCBce  of 
Public  Counsel,  Rail  Service  Planning 
OflBce  (“Guide”)  and  in  “Analsrsls  of 
Ctnnmunity  Impacts  Resulting  from  the 
Loss  of  Rail  Service”,  prepared  for  the 
U.S.  Railway  Association  (“Analysis”). 
In  addition.  Appendix  B  lists  other 
sources  of  information  which  may  be  of 
assistance  to  the  analyst. 

Generally,  the  data  collected  should 
be  sufficient  to  identify  the  existing:  and 
future  transportation  needs  within  the 
study^  area,  the  structure  and  operation 
of  the  transportation  system  in  meeting 
these  needs,  and  the  economic,  social 
and  environmental  factors  which  are  af¬ 
fected  by  a  change  in  the  transportation 
system — specifically  the  Impacts  result¬ 
ing  from  ^e  discontinuance  of  rail  serv¬ 
ice.  The  collection  and  assimilation  of 
such  a  data  base  is  necessary  for  subsidy 
decisions  which  are  consistent  with  the 
concept  of  balanced  transpOTtatlon. 

From  data  collection  and  assimilation, 
the  decision  process  moves  directly  Into 
the  analysis  idiase.  The  analytical  pro¬ 
cedure  recommended  by  the  Office  is 
benefit-cost  analysis.  Ihe  benefit-cost 
approadi  is  one  of  the  traditional  project 
evaluation  tools  used  by  public  plazmers, 
particularly  when  projects  involve  the 
use  of  public  fimds.  Benefit-cost  analy¬ 
sis  is  a  procedure  whereby  the  social 
benefits  of  a  proposed  project  are  com¬ 
pared  with  its  social  costs.  Generally, 
when  social  benefits  are  equal  to  or  in 
excess  of  social  costs,  the  und»:taklng  of 
a  project  is  deemed  to  be  in  the  public 
interest.  In  the  Instant  case,  the  objec¬ 
tive  of  the  b^aefit-cost  procedure  is  to 
determine  whether  the  benefits  which 
will  accrue  from  ran  service  continuance 
out-welgh  the  costs  of  discontinuing  the 
rail  service. 

No  att^pt  is  made  to  provide  a  de¬ 
tailed  description  of  the  method  of  bene¬ 
fit-cost  analysis,  nie  Office  believes  that 
the  circumstances  of  each  rafi  line  are 
unique;  that  the  particular  sources  of 
data  are  better  known  to  individual 
State  and  local  i^nners;  and  that  the 
capabilities  of  the  various  potential  sub¬ 
sidy  providers  to  perform  ben^t-cost 
analyses  vary  so  widely  that  to  attempt 
to  prescribe  a  standardized  methodology 
would  not  be  meaningful.  Moreov^,  the 
publications  referred  to  as  Guide  and 
Analysis  set  forth  in  considerable  detail 
procedures  and  methodologies  for  con¬ 
ducting  benefit-cost  analyses,  specifically 
addressing  rail  service  discontinuance. 
For  these  reasons,  the  Office  believes  that 
it  is  only  necessary  to  provide  a  concep¬ 
tual  discussion  of  benefit-cost  analysis. 
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pointing  out  some  of  its  critical  aspects 
when  aiH>lied  to  the  problem  of  rail 
service  discontinuance. 

The  nature  of  the  benefits  and  costs,  or 
the  universe  from  whldh  the  benefits  and 
costs  are  determined  is  dependent  on  the 
geographic  area  (stuihr  area  or  “impact 
community”)  affected  by  rafl  service 
dlscmitlnuance.  The  (xmcept  of  Impact 
conummlty  is  discussed  in  the  documents 
previously  designated  as  Guide  and 
Analysis.  Defining  the  “Impact  commu¬ 
nity”  is  a  critical  task  in  the  analysis.  The 
sc<H>e  of  the  data  required,  the  extent  and 
magnitude  of  evaluations,  cmd  the  entire 
nature  the  decision  process  depends 
on  the  designation  of  what  constitutes 
the  area  affected  by  rail  service  discon¬ 
tinuance  from  the  perspective  of  the  po¬ 
tential  subsidy  provider.  If  Ihe  State  is 
the  potential  subsidy  provide,  then  the 
benefits  and  costs  of  maintaining  rail 
service  should  be  evaluated  as  they  relate 
to  the  entire  State.  Similarly,  if  a  county 
is  the  potential  subsidizer  then  the  rele¬ 
vant  Impact  community  is  the  county. 

As  Just  described,  the  nature  of  the 
benefit-cost  analysis  is  governed  by  the 
geographic  area  of  concern  to  the  poten¬ 
tial  subsidy  provider.  In  this  regard, 
planning  bodies  are  confronted  with  an 
array  of  questimis  to  be  answered  In  the 
benefit-cost  procedure.  What  are  the 
relevant  economic,  social  and  envlnm- 
mental  factors  to  be  considered  to  Insure 
that  a  declskm  to  allocate  resources  to 
maintain  rail  service  is  made  to  the  total 
benefit  of  the  (xmstltaent  public?  What 
are  the  ben^ts  of  retaining  rail  service 
compared  to  Ihe  cost  of  the  subsl^? 
What  are  the  feasible  alternatives  to  the 
subsidization  program  for  continuing  rail 
service? 

The  benefit-cost  concept,  by  its  very 
nature,  requires  that  factora  be  quanti¬ 
fied  and  expressed  In  dcffiars  to  as  great 
an  extent  as  possible.  Methods  of  quanti¬ 
fication  are  discussed  and  presorted  in 
Guide  and  Analsrsls.  However,  there  are 
certainly  those  factors  which  axe  affected 
by  rail  service  discontlnusmce  *h«^t 
not  be  adequately  expressed  In  dqllaie 
with  any  satisfactory  degree  of  reliance. 
These  factors  should  be  explicitly  con¬ 
sidered  in  qualitative  terms. 

As  was  the  case  in  the  determination 
boi^ts,  costs  are  depoident  of  the 
identity  of  the  potential  subsidy  pro¬ 
vider.  The  Act  provides  that  subskfiza- 
tion  can  be  undertaken  wlthhwa  100% 
or  70%/30%  funding  program.  States  are 
eligible  for  the  70%/30%  program, 
whereas  the  100%  subGd^  program  is  ap¬ 
plicable  to  any  other  respoxisible  party 
undertaking  the  role  of  a  potential  sub¬ 
sidy  provider.  Therefore,  any  respon¬ 
sible  party  other  than  a  State,  such  as  a 
shipper  or  local  or  county  transporta¬ 
tion  agency,  must  consider  the  oatire 
subsidy  amoxmt  as  a  cost  of  continuing 
rail  service.  Whereas,  the  subsidy  cost  of 
continuing  rail  service  is  only  30%  to  a 
State  or  a  responsible  party  who  chooses 
to  use  the  State  as  a  conduit  for  gaining 
access  to  the  70%/30%  subsidy  program. 

Irrespective  of  those  instances  where 
the  State  is  requested  to  undertake  sub¬ 
sidization  on  behalf  of  other  parties.  It 
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should  be  recognized  that  the  State  is 
conducting  its  own  analyses  in  order  to 
rank  rail  lines  for  subsidization  m  re¬ 
quired  by  the  FRA  Regulations.  Essen¬ 
tially,  the  State  is  making  benefit-cost 
evaluations  using  the  State  as  the  “im¬ 
pact  community”  to  determine  the  order 
in  which  rail  lines  ought  to  be  subsidized. 
The  State  must  also  make  a  decision  on 
the  total  amount  of  subsidy  funds  that 
will  be  requested  from  FRA  tor  lines 
designated  as  non-vlaUe  by  the  Associa¬ 
tion  in  its  Plan. 

The  State  should  establish  a  systematic 
approach  for  ranking  the  order  in  which 
rail  service  should  be  subsidized.  A  sug¬ 
gested  a]M>roach  is  to  Identify  all  rail 
lines  where  the  benefits  of  retaining  rail 
service  exceed  at  are  equal  to  the  costs 
of  subsidizing  such  service.  Then,  from 
the  set  of  rail  lines  which  are  suitable 
tor  a  rail  service  continuation  subsidy, 
the  State  should  select  those  rail 
whose  aggregate  subsidization  Tnmrimig^a 
total  net  ben^ts  whose  aggregate 
subsidy  amount  is  less  thim  or  equal  to 
the  total  amount  of  funds  whl^  are 
available  for  subsidy  purposes. 

The  comi^etlon  of  the  benefit-cost 
analysis,  whether  at  the  State  or  local 
level,  effectively  determines  the  rail  serv¬ 
ices  which  are  sultaUe  for  rail  service 
continuation  subsidies.  The  Office  recom¬ 
mends  the  ben^t-cost  aiproach  as  the 
analytical  vehicle  because  Its  proper  use 
Involves  due  consideration  of  an  factors 
whl^  influence  the  functioning  of  a 
transportatloa  system.  The  OCBce  believes 
fiutt  only  with  the  aipUcatlon  of  such  an 
approach  wfll  subsidy  declsjons  be  made 
with  a  total  transportation  perq;)ective. 

C.  Dacisioir  Options 

With  detremixuUlons  made  as  to  the 
BuitabUlty  of  scrvlce, 

the  final  decision  Is  whether  to  subsldlae 
ran  service  under  the  provisions  of  the 
Act  or  to  preserve  ran  service  by  an  alter¬ 
native  course  of  action.  Althoufih  It  may 
appear  that  the  subsidy  program  la  the 
least  costly  and  most  effecttve  way  at 
preserving  ran  service,  tola  will  not 
alwairs  be  true  depending  on  the  circum¬ 
stances  and  toe  goals  of  toe  potential 
subsidy  provider  as  Indicated  below: 

(a)  There  Is  no  assuranoe  that  toe  fed¬ 
eral  subsidy  funds  wffl  be  provided  tor 
ran  service  longw  than  for  a  two-year 
period.  There  are  obvious  nigniflcAnj! 
risks  to  letting  tone  pass  without  con¬ 
sidering  alternative  courses  of  action; 

(b)  The  omidltians  and  requirements 
established  In  the  subsidy  provisions  of 
the  Act,  or  In  other  proposed  FMieral  or 
State  legislation,  may  be  too  demAnding 
may  be  unattainable,  or  may  be  of  a 
character  which  would  more  8q>propri- 
ately  warrant  Indepeident  self-help 
alternative  approaches  to  continuing 
desired  rail  service.  Such  self^elp  ap¬ 
proaches  may  provide  the  rail  service  at 
a  lower  cost  (possibly  even  paying  a  net 
dollar  (toerating  profit),  of  a  superior 
quality,  or  perhaps  in  a  more  efficient 
manner: 

(c)  Some  situations  might  call  for  ac¬ 
cepting  Federal/State  subsidies  In  con¬ 
cert  with  independently  devised  branch 
line  approaches.  These  solutions  could 
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assure  less  costly,  more  efficient  rail 
service  (^rations,  rather  than  depend¬ 
ing  solely  on  Federal/State  subsldleB; 

(d)  Even  If  Federal/State  subsidies 
are  provided,  a  State  may  find  that  the 
available  federal  funds  are  Inadequate 
to  subsidize  all  rail  lines  considered  es¬ 
sential.  In  these  cases,  alternative  self- 
help  efforts  may  offer  the  most  reason¬ 
able  opportimlty  for  continued,  reinstl- 
tuted,  or  future  rail  service;  and 

(e)  In  cases  where  a  branch  line 
meets  the  suitability  criteria  for 
Federal/State  subsidization,  subsequent 
operations,  occurrences,  etc.,  could  result 
la  a  withdrawal  of  such  assistance.  It 
would  be  advantageous  to  anticipate 
such  possibilities  and  consider  alterna¬ 
tive  self-help  approaches  before  the 
subsidy  Is  actually  withdrawn. 

It  should  be  recognized  that  time,  ef¬ 
fort  and  expenses  utilized  In  challenging 
ndl  service  discontinuance  In  certain 
circumstances  might  be  more  beneficially 
applied  to  developing  local  self-help  ef¬ 
forts  to  preserve  service.  Such  efforts 
may  have  both  short  and  long-term  ad¬ 
vantages  superior  to  the  subsidy  pro- 
grmn  provided  for  under  the  Act. 

IV.  Alternatives  to  Subsidization 
Under  the  Act 

The  purpose  of  this  section  Is  to 
present  a  list  and  corresponding  discus¬ 
sion  of  alternative  methods  of  preserv¬ 
ing  rail  service  other  than  through  sub¬ 
sidization  imder  the  provisions  of  the 
Act.  The  nature  of  each  alternative  and 
procedures  for  Its  Implementation  are 
described.  Advantages  and  disadvan¬ 
tages  are  considered.  No  claim  Is  made 
that  the  list  or  discussion  is  exhaustive. 
The  section  is  designed  to  provide  a 
familiarity  with  various  alternatives  to 
subsidization  under  the  Act.  In  the  event 
that  one  or  more  of  these  alternatives  Is 
viewed  as  helpful  In  preserving  rail  serv¬ 
ice,  the  Office  recommends  that  further 
research  be  conducted  before  attempts 
at  Implementation. 

A.  Capital  and  Maintenance  Assistance 
Projects 

One  of  the  major  reasons  for  discon¬ 
tinuing  service  on  light  density  lines  is 
the  deteriorated  condition  of  the  In¬ 
frastructure.  The  Plan  has  assigned  sig¬ 
nificant  cost  figiu^  to  the  rehabilitation 
of  rail  plant.  For  many  Unes,  rehabilita¬ 
tion  costs  have  been  large  enough  to 
cause  the  line  to  be  non-vlable  and, 
therefore,  excluded  from  ConRail.  If  a 
community  or  user  makes  a  one-time 
Investment  In  rehabilitation  of  a  line, 
the  line  may  be  more  econcunical  to  op¬ 
erate  and  therefore  acceptable  for  op¬ 
eration  by  ConRail  or  a  solvent  railroad. 
Alternatively,  this  Investment  might 
provide  the  incentive  needed  to  attract 
a  short-line  operator.  Such  Investments 
can  be  the  Impetus  to  continued  or  im¬ 
proved  rail  service. 

A  line  may  become  viable  from  an 
operator’s  standpoint  simply  by  shift¬ 
ing  the  responsibility  for  maintenance 
or  construction  of  various  rail  facilities 
from  the  railroad  to  another  entity. 
Some  of  the  capital  assistance  projects 


which  could  be  sponsored  by  communi¬ 
ties  and  users  are:  (1)  repairs  and  rdia- 
bllltatlon  of  ties,  rail,  structures,  bridges, 
stations,  and  gate  crossings;  (2)  pur¬ 
chase  of  equipment;  and  (3)  facilities 
construction,  such  as  a  team  track  or  an 
Interchange.  Such  a  community-spon¬ 
sored  project  may  not  only  serve  to  make 
the  line  viable  for  ConRail  or  a  short 
line  operator,  but  also  may  stimulate  de¬ 
mand  for  service  along  the  line. 

Another  way  in  which  assistance  can 
be  provided  by  a  community  or  user  Is  to 
assmne  all  or  part  of  the  maintenance 
responsibilities  of  the  line.  They  could 
provide  ties,  ballast  and  other  track  ma¬ 
terials  necessary  for  regular  mainte¬ 
nance.  Commimitles  and  users  might 
also  pay  the  labor  costs  associated  with 
maintenance  activities.  Assumption  of 
maintenance  responsibilities  might  result 
in  making  the  line  profitable  In  terms  of 
the  Association’s  viability  criteria  since 
some,  if  not  all,  of  the  maintenance  costs 
would  not  be  incurred  by  the  operating 
railroad. 

B.  Direct  Participation  of  Users 

The  users  of  the  line  can  also  make  a 
direct  contribution  designed  to  enhance 
viability  without  substantial  capital  out¬ 
lays.  Essentially,  the  users  might  ask  the 
question,  “What  can  I  as  an  Individual 
do  to  Improve  the  viability  of  the  opera- 
Uon?’’ 

The  commiinity  and  users  can  alter 
profitability  of  a  light  density  line  by 
adjusting  operating  revenues  and  ex¬ 
penses.  The  methods  Include  carload  sur¬ 
charges  or  revenue  supplements,  in¬ 
creased  or  guaranteed  levels  of  traffic, 
and  guarantees  of  annual  revenues.  An¬ 
other  method  that  Is  not  widely  used 
presently  is  a  direct  payment  from  the 
user  to  the  railroad  for  maintenance  of 
a  siding. 

A  revenue  supplement  arises  through 
an  agreement  by  which  shippers  pay  a 
surcharge  on  each  carload  transported. 
In  effect,  the  line’s  shippers  accept  a  rate 
increase.  Therefore,  the  railroad  receives 
an  especially  high  Incremental  revenue 
for  extending  service  to  the  light  density 
line.  Revenue  supplements  do  not  Im¬ 
mediately  convert  a  light  density  line 
from  an  uneconomic  operation  to  a 
highly  attractive  service,  but  the  rail¬ 
road  at  least  perceives  the  prospect  of 
long-term  profitability  through  shipp>er 
interest. 

One  of  the  principal  problems  in  estab¬ 
lishing  a  revenue  supplement  arrange¬ 
ment  Is  securing  the  agreement  of  a  large 
railroad  company.  Many  railroads  are 
not  staffed  to  respond  to  Innovative  re¬ 
quests.  Therefore,  the  community  and 
shippers  must  be  prepared  to  spend  sub¬ 
stantial  time  in  seeking  out  representa¬ 
tive  of  the  railroad  who  have  the  au¬ 
thority  to  enter  Into  a  revenue  supple¬ 
ment  contract. 

Another  revenue  enhancement  ap¬ 
proach  is  an  agreement  where  the  ship¬ 
per  will  Increase  traffic  or  at  least  guar¬ 
antee  a  specified  level  of  traffic  over  a 
given  period.  A  guaranteed  level  of  Ixaf- 
fic  will  be  attractive  to  a  railroad  since 
It  provides  a  dependable  level  of  operat¬ 


ing  revenues.  The  problem  facing  inter¬ 
ested  shippers  Is  to  find  a  ndlroad  repre¬ 
sentative  with  the  commensurate  au¬ 
thority  to  respond  to  their  offer. 

Guaranteed  revenues  can  work  for  sid¬ 
ings  also.  One  of  the  commonplace  prob¬ 
lems  of  railroading  is  that  an  Inordi¬ 
nately  large  amount  of  maint^ance  Is 
conducted  on  sidings.  However,  a  very 
small  portion  of  revenues  earned  by  rail¬ 
roads  are  derived  from  sldtogs.  The  prob¬ 
lem  is  that  the  railroad  does  not  receive 
sufficient  compensation  from  the  Infre¬ 
quent  user.  'The  railroad  maintains  a 
switch  and  siding,  yet  It  only  collects 
revenues  on  the  basis  of  tendered  traf¬ 
fic.  Too  often  the  railroad  Is  required  to 
maintain  numerous  switching  facilities 
and  sidings  of  which  only  a  few  are  use¬ 
ful  In  obtaining  traffic.  An  approach  to 
this  problem  is  to  internalize  these  costs. 
In  other  words,  to  pay  for  the  mainte¬ 
nance  of  a  siding,  a  tariff  could  be  pub¬ 
lished  to  collect  compensation  from  each 
plant  located  on  the  facility. 

A  local  government  can  promote  the 
use  of  a  siding  maintenance  tariff.  If  the 
local  government  needs  to  raise  revenues 
to  finance  Its  share  of  a  light  density 
line  program,  then  It  cotdd  tax  all  rail 
sidings.  Therefore,  all  direct  and  Indirect 
users  of  the  rail  facilities  vdll  contribute 
to  the  project.  Furthermore,  tax  exemp¬ 
tions  and  credits  could  be  extended  to 
those  who  use  the  facilities. 

C.  Rail  Banking 

niere  will  be  situations  where  a  rail 
line  is  no  longer  needed  for  rail  trans¬ 
portation  purposes,  at  least  for  the  pres¬ 
ent.  When  such  a  case  arises,  the  deci¬ 
sion  must  be  made  whether  to  preserve 
the  line  for  future  needs  or  to  use  the 
line  for  non-rail  purposes.  ’This  is  popu¬ 
larly  called  “rail  banking’’. 

Section  206(c)(1)(E)  o  fthe  Act  re¬ 
quires  the  Association  to  designate  in 
the  Plan  those  rail  lines  which  will  not 
be  operated  by  ConRail  or  a  government 
entity  or  a  responsible  person,  and  are 
“suitable  for  use  for  other  purposes,  in¬ 
cluding  highways,  other  forms  of  trans¬ 
portation,  conservation,  energy  trans¬ 
mission,  education  or  health  care  facili¬ 
ties,  or  recreation’’.  Furthermore,  Sec- 
tfon  304(b)  (2)  of  the  Act  requires  that 
in  cases  where  rail  property  is  suitable 
for  other  public  purposes  and  Is  to  be 
abandoned,  then  a  180  day  option  must 
be  given  for  the  acquisition,  upon  rea¬ 
sonable  terms,  of  such  property  for  pub¬ 
lic  purposes.  Therefore,  the  Plan  desig¬ 
nates  those  properties  which  are  suit¬ 
able  for  public  piu-poses.  Such  property, 
if  designated  for  abandonment,  cannot 
be  sold  imless  first  offered  for  public 
purposes.  In  addition,  there  are  some 
state  statutes  which  provide  State  gov¬ 
ernments  with  the  right  of  first  refusal  to 
purchase  rail  properties. 

Before  any  option  to  purchase  rail 
properties  is  exercised,  ttie  decision  must 
be  made  as  to  their  potential  value  for 
rail  purposes.  There  are  at  least  two  sit¬ 
uations  where  a  rail  line  Is  not  worth 
operating  currently,  but  could  be  a  can¬ 
didate  for  rail  banking,  nrst,  there  are 
coal  deposits  which  are  not  being  mined 
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at  the  present  time,  but  are  rail  depend- 
ent.  These  deposits  may  bectune  increas¬ 
ingly  valuable  in  the  future  as  advance¬ 
ments  in  te<dmology  ultimately  enable 
high  sulfur  coal  to  be  utilized.  In  addi¬ 
tion,  fluctuating  coal  prices  may  reaidi 
a  point  where  certain  sources  currently 
too  costly  to  mine  can  be  mined  profit¬ 
ably.  Finally,  as  the  energy  problem  fac¬ 
ing  the  nation  increases,  the  need  to  use 
coal  will  inevitably  rise.  If  rail  transpor¬ 
tation  is  not  available,  then  these  re¬ 
serves  may  not  be  obtainable.  Further¬ 
more,  preservation  of  rail  lines  in  areas 
with  growth  potential  may  be  justified. 
Such  lines  could  be  used  to  attract  indus¬ 
try  to  promote  future  development. 

D.  TOFC/COFC  Service 

An  alternative  or  supplement  to  rail 
service  is  the  establishment  of  trailer-on- 
fiatcar  (TOFC)  or  contalner-on-flatcar 
(COFC)  services.  TOFC/COFC  is  a 
method  of  transportation  in  which  the 
consignment  is  containerized  at  the 
point  of  origin  of  shipment.  The  con¬ 
tainer  is  transported  (usually  by  truck 
drayage)  to  a  railroad  terminal  where  it 
is  transferred  to  a  flatcar  and  then  moved 
by  the  railroad  to  the  terminating  rail¬ 
road  yard  and  then  transferred  directly 
to  the  consignee’s  siding  or  drayed  (via 
another  mode)  to  the  consignee.  The  key 
characteristics  of  this  service  are  that 
the  consignment  remains  in  the  same 
container  throughout  the  entire  haul 
and  that  the  complete  movement  (origin 
to  destination)  requires  at  least  one  mode 
in  addition  to  rail.  Containerized  rail 
service  requires  a  special  terminal 
equipped  to  handle  the  interface  between 
the  rail  mode  and  other  modes.  Varying 
degrees  of  sophisticated  and  specialized 
equipment  may  be  utilized  in  such  a  ter¬ 
minal.  The  simplest  terminal  useable  for 
containerized  rail  freight  is  a  system  for 
TOFC  only  utilizing  circus  unloading 
and  a  ramp.’  More  complex  than  the 
portable  ramp  technique  are  terminals 
which  use  heavy  machines  to  remove  the 
box  (container  or  trailer)  from  the  car. 

TOFC/COFC  is  attractive  to  railroads 
because  it  often  provides  a  desirable  sub¬ 
stitute  for  inefficient  switching  and  op¬ 
erations  over  rail  lines.  Also  equipment 
devoted  to  TOFC/COFC  services  is  usu¬ 
ally  far  superior  to  conventional  rail 
equipment.  Hie  railroad  is  attracted  by 
the  opportunity  to  develop  the  types  of 
service  which  most  efficiently  capitalizes 
upon  the  railroad’s  operating  charac¬ 
teristics,  l.e.,  the  long-haul  imimpeded 
high  density  movement.  Therefore,  the 
railroad  is  attracted  by  the  opportunity 
to  supplant  short-haul  with  TOFC/ 
COFC  service  to  its  customers. 

Some  shippers  will  benefit  substan¬ 
tially  from  substitution  of  intermodal 
services  for  low  quality  rail  service.  How¬ 
ever,  this  wUl  not  be  true  for  all  shU)- 
pers  because  the  rates  which  {q?ply  to 
intermodal  services  are  often  higher  than 
the  rates  which  iqiply  to  conmuxllty- 

^  Circus  unloading  is  the  process  of  driving 
a  trailer  off  its  flatcar  to  the  nrat  ear  con¬ 
tinuing  from  car  to  car  until  a  ramp  leading 
from  the  ground  is  reached.  All  TOFC  ears 
are  properly  eqiilpped  for  circiis  imloadlng. 


rated  general  freight  service.  Due  to  the 
Mgher  capacity  of  railroad  rolling 
stoc^  rail  rates  for  bulk  commodities  are 
(tften  lower  than  truck  rates;  therefore, 
shiimefs  of  bulk  materials  such  as  grain, 
gravel,  fertilizer,  and  particularly  liquids 
are  often  dlsadvanta^  in  changing  to 
intermodal  service.  Furthermore,  ship¬ 
pers  may  have  to  Invest  in  a  revised 
layout  of  their  plant  in  order  to  accran- 
modate  shipments  arriving  at  a  truck 
loading  dock  instead  of  at  a  rail  siding. 

TOFC/COFC  can  serve  to  Improve 
transportation  service  because  it  may 
provide  increased  flexibility  in  tendering 
consignments.  Various  “plans”  for 
TOPC/COFC  service  can  be  imple¬ 
mented: 

Plan  (1)  Ramp-to-ramp  sei'vice  for 
motor  carrier-owned  trailers. 

Plan  (2)  Door-to-door  service  in  rail- 
owner  trailers;  railroad  provides  pickup 
and  delivery. 

Plan  (3)  Ramp-to-ramp  service  in 
rail-owned  trailers  wlUi  customer  pick¬ 
up  and  delivery. 

Plan  (4)  Ramp-to-ramp  service  for 
customer-owned  trailers. 

Plan  (5)  Door-to-door  service  with 
short-haul  motor  carriers  under  Joint 
rate/route  tariffs. 

Other  Mail  &  express  move  in  sep¬ 
arate  plans.  Other  variations  of  the 
above  plans  are  used  sparingly.  Con¬ 
tainers  generally  are  treated  as  trailers 
insofar  as  plan  of  movement  is  concerned. 

The  principal  concern  in  determining 
the  feasibility  of  TOFC/COFC  is  that 
a  railroad  typically  requires  a  minimum 
threshold  level  of  TOFC/COFC  service 
in  order  to  earn  an  acceptable  rate  of 
return  to  justify  an  investment  in  the 
Intermodal  facilities.  Therefore,  the 
shippers  must  provide  enough  traffic  to 
keep  the  terminal  profitable.  A  problem 
which  will  be  encountered  in  many  in¬ 
stances  is  the  Inadequacy  of  exlsting- 
traffic  levels  to  justify  the  Investment. 

It  should  be  clear  from  the  preceding 
discussion  that  the  provision  of  TOFC/ 
COFC  service  is  an  alternative  which 
will  cause  rail  service  on  some  lines  to 
be  discontinued  while  Increasing  the  vol¬ 
ume  of  traffic  cm  other  lines.  Essentially, 
particular  rail  services  are  suimlanted 
by  a  combination  of  other  rail  service 
and  truck  service  with  an  interconnec¬ 
tion  at  a  central  terminal  facility.  Trans¬ 
portation  services  are  preserved,  but  with 
an  alteration  in  the  mix  of  modes.  With¬ 
out  additional  new  traffic,  the  volume  of 
shipments  on  such  lines  is  often  not 
sufficiently  high  to  warrant  the  invest¬ 
ment  in  an  Intermodal  terminal.  Fur¬ 
thermore,  most  railroads  prefer  to  serve 
high  density  TOFC/COFC  terminals. 
Remotely  located  terminals  at  the  junc¬ 
tion  of  light  density  rail  lines  may  not  be 
wen  suited  for  an  efficient  operating  pat¬ 
tern.  The  substitution  of  the  hi^er 
quality  and  higher  cost  Intermodal  serv¬ 
ices  may  be  detrimental  to  the  typical 
light  density  line  shipper.  Certainly,  this 
is  true  for  shippers  of  bulk  commodities. 

E.  Shoix  Lnn  Ruleoad 

Probably  the  most  complex  alternative 
to  subsidization  is  the  establishment  a3id 


operation  of  a  short  line  railroad.  A 
short  line  railroad  is  normally  consid¬ 
ered  to  be  a  railroad  iterating  as  a  com¬ 
mon  carrier  imder  the  definition  of  the 
Interstate  Commerce  Act  and  regulated 
by  the  Interstate  Commerce  Commission 
(ICC).  It  is  assumed  that  a  short  line 
will  not  meet  the  definition  of  a  Class  I 
railroad  as  prescribed  by  the  ICC  (reve¬ 
nues  in  excess  of  $5,000,000  annually). 

There  are  essentially  ttiree  t3rpes  of 
short  line  railroads:  full-service  common 
carrier,  switching  carrier  and  a  private 
railroad.  The  distinguishing  features  of 
each  are  related  to  rate-making  activi¬ 
ties. 

Most  short  lines  are  "full  service  com¬ 
mon  carrier”  transportation  companies. 
A  common  carrier  is  a  transportation 
company  which  is  obligated  to  accept 
shipments  properly  tendered  by  any  user. 
Full  service  means  that  it  performs  all 
the  services  of  a  CHass  I  raUroad.  It 
publishes  tariffs  or  it  participates  in  the 
publishing  of  tariffs.  A  tariff  is  a  docu¬ 
ment  pimiished  by  a  ccHiimon  carrier  or 
its  agency  prescribing  conditions  imder 
which  shipments  will  be  accepted  for 
transportation  and  the  rates  and  charges 
to  be  assessed  the  servlce(s).  Tariffs 
are  established  in  a  three  step  process: 
(1)  Negotiation  and  concurrence  with 
shlpper(s)  and  other  railroad (s).  (2)  ne¬ 
gotiation  and  concurrence  with  a  rate 
bureau,  and  (3)  filing  and  publishing 
of  tariffs  with  the  ICC.  The  third  step 
is  subject  to  an  iqipeal  to  the  ICC  by 
nonconcurring  railroads  and  shippers. 
Therefore,  this  type  of  short  line  prin¬ 
cipally  derives  its  revenues  through  its 
division  of  the  through'rates  pcdd  by 
the  shippers.  Except  where  noted  below, 
all  r^iilatory  and  other  railroad  prac¬ 
tices  which  normally  apply  to  Class  I 
railroads  also  apply  to  those  short  lines 
which  are  full  service  common  carriers. 

A  short  line  which  hauls  cars  on  its 
lines  and  obtains  revenue  by  collecting 
a  charge.  Instead  of  a  rate,  for  each  car 
moved  is  a  "switching  carrier.”  A  switch¬ 
ing  carrier  essentially  operates  to  switch 
traffic  off  of  a  main  line.  It  is  not  respon¬ 
sible  for  charging  demurrage,  billing, 
preparing  waybills,  filing  reports  with 
weighing  inspection  bureaus,  or  putting 
cars  in  service.  The  main  Une  railroed, 
for  which  the  short  line  switches  cars, 
administers  these  activities.  It  files  and 
publishes  "charges**  with  the  ICX;.  A 
switching  carrier  does  not  participate  in 
rate-making  activities  of  rate  bureaus 
and  receives  no  division  from  through- 
rates.  The  switching  carrier  delivers 
cars,  and  bills  the  main  line  railroad  for 
each  car  delivered  at  the  established 
charge. 

A  short  line  which  is  owned  and  op¬ 
erated  by  a  company  for  its  Individual 
transportation  needs  is  a  "private  rail¬ 
road”.  Situations  will  arise  when  the 
appropriate  structure  for  the  operating 
company  will  not  be  as  a  common  carrier. 
In  these  cases,  a  private  railroad  should 
be  established;  it  will  not  publish  rates 
and  will  not  be  authorized  to  move  goods 
on  behalf  of  any  other  shipper  tendering 
traffic  to  the  railroad.  In  fact,  a  private 
railroad  is  prohibited  from  accepting 
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such  shipments.  This  kind  of  a  short  line 
is  the  probable  solution  when  one  or  a 
few  shipp>ers  are  siilliciently  concerned 
with  the  future  of  rail  service  to  acquire 
properties  and  operate  over  them  to  the 
junction  with  a  Class  I  carrier. 

The  success  of  a  short  line  operation 
is  fundamentally  dependent  upon  its  re¬ 
lationship  with  its  connecting  Class  I 
carrier.  Even  before  commencing  <«)era- 
tions,  the  short  line  must  negotiate  divi¬ 
sions  or  charges  with  the  connecting 
railroad(s).  Division  arrangements  are 
critical  to  the  success  of  the  operation 
because  they  are  the  percentage  of  the 
total  revenue  of  the  haul  which  the 
short  line  will  receive.  Therefore,  favor¬ 
able  divisional  agreements  can  be  the 
difference  between  business  success  and 
failure.  For  this  reason,  it  is  recofn- 
mended  that  a  division  agreement  be 
established  along  with  the  other  ar¬ 
rangements  before  even  contemplating 
a  short  line  operation. 

The  dependence  of  a  short  line  upon 
the  connecting  railroad  is  particularly 
important  in  the  areas  of  quality  and  fre¬ 
quency  of  service.  Should  connecting 
service  deteriorate,  a  short  line  will  have 
little  recourse  but  to  suffer  a  concomi¬ 
tant  downgrading  in  the  service  it  pro¬ 
vides  unless  operating  agreements  with 
connecting  carriers  are  prudently  nego¬ 
tiated.  The  short  line  should  seek  to 
capitalize  on  situations  where  several 
carriers  Interchange.  Service  agree¬ 
ments,  car  supply  and  divisions  can  be 
favorably  negotiated,  when  several  con¬ 
necting  carriers  are  vying  for  the  short 
line’s  traffic.  In  the  event  that  service 
deficiencies  actually  occur,  the  short  line 
may  bring  the  service  problem  to  the 
attention  of  the  ICX3. 

E.l.  Operations 

Short  line  railroad  operations  are 
brc^en  down  into  four  categories:  trans¬ 
portation,  equipment,  maintenance,  and 
administration. 

The  transportation  fimction  concerns 
the  actual  operation  of  the  rail  line  it¬ 
self,  the  movement  of  motive  power  and 
cars  from  the  Interchange  pointCs)  to 
on-line  shimiers.  Short  lines  will  have  at 
least  one  Interchange  with  a  connecting 
csurler,  typically  a  Class  I  carrier,  which 
will  provide  car  delivery  and  pick-up 
services.  Negotiations  for  Interchange 
polntCs)  may  often,  result  In  the  short 
line  having  to  operate  over  properties  of 
other  carriers  for  short  stretches  or 
crossing  lines  controlled  by  other  car¬ 
riers.  In  these  situations,  the  rules  and 
regulations  of  the  carriers  must  be 
followed. 

The  second  category  is  equipment,  pri¬ 
marily  the  rolling  stock  required  for  the 
operation  of  the  short  line.  The  locomo¬ 
tive  is  probably  the  most  expensive  single 
piece  of  equliunent.  Most  are  diesel  oper¬ 
ated  and  range  in  horsepower  and  whed 
arrangement  according  to  the  use  to  be 
made  of  the  unit.  A  short  line  may  need 
only  consider  a  basic  switching  engine 
which  might  be  a  Whiting  Trackmobile, 
a  device  operable  both  on  the  highway 
and  on  rail  with  a  limited  capacity  of 
from  one  to  three  cars.  In  cases  of  high 
density  traffic  or  unusual  grade  and  ter¬ 


rain  conditions,  larger  locomotives  of 
sufficient  tractive  effort  and  horsepower 
may  be  necessary. 

There  Is  faliiy  active  market  In  used 
locomotives.  A  used  switching  englM 
may  be  purchased  for  $25,000  to  $75,000 
depending  upon  the  amount  of  rebuild¬ 
ing  that  has  been  performed.  However, 
increased  demand  for  these  units  due  to 
the  creation  of  short  line  operations 
could  substantially  Increase  prices  of 
both  new  and  used  units.  Railroads 
which  operate  equipment  of  this  type 
usually  incur  $100  to  $125  in  total  oper¬ 
ating  costs  of  a  locomotive  per  day,  in¬ 
cluding  fuel.  Without  more  specific  in¬ 
formation  on  the  nature  of  the  railroad, 
length  of  haul,  number  of  cars,  etc.  it  is 
virtually  impossible  to  come  up  with  an 
accmate  estimate  of  locomotive  costs. 

The  next  equipment  consideration  is 
railroad  cars.  It  is  not  essential  for  the 
line  to  own  cars  but  there  may  be  ad¬ 
vantages  in  car  fieet  ownership.  If  the 
short  line  does  maintain  its  own  fleet 
of  cars,  its  on-line  shippers  will  have  a 
more  dependable  supply  of  cars,  en¬ 
abling  the  line  to  meet  service  demands 
more  quickly.  Such  service  will  help  to 
insure  user  satisfaction  and  cont^ued 
business.  The  types  of  cars  composing  the 
fieet  would  of  comse  depend  upon  ship¬ 
per  needs.  Generally,  It  will  not  be  eco¬ 
nomical  for  the  short  line  to  supply 
highly  specialized  cars  as  their  use  may 
be  limited. 

Railroads  frequently  interchange  cars 
freely  In  lieu  of  car  rental  payments 
which  are  commonly  known  as  per  diem 
charges.  These  charges  are  based  on  the 
age  and  original  value  of  the  car  and  are 
assessed  either  on  a  per  day  or  time- 
mileage  basis.  Consequently,  a  short-line 
which  can  load  and  move  its  own  cars 
efficiently,  can  often  benefit  from  per 
diem  charges,  particularly  when  a  short 
line  has  obtained  a  quantity  of  used  cars 
at  an  attractive  price.  However,  a  dis¬ 
advantage  could  be  the  costs  resulting 
from  necessary  car  maintenance. 

There  are  a  great  number  of  special 
cars  used  for  various  maintenance  func¬ 
tions.  These  cars  are  expensive  to  acquire 
and  maintain  and  therefore  beyond  the 
scope  of  most  short  lines.  Such  equip¬ 
ment  includes  wreck  cranes,  Jordan 
spreaders,  tie  machines  and  “Hl-Rall” 
vehicles.  This  equipment  may  possibly 
be  rented  from  connecting  carriers. 

A  short  line  may  own  no  equipment 
and,  therefore,  have  no  road  crews  of  its 
own.  It  may,  by  contractual  agreement, 
have  its  property  switched  or  operated 
by  the  connecting  carrier.  The  decision 
to  operate  In  such  a  fashion  will  depend 
on  the  financial  and  traffic  character¬ 
istics  of  the  short  line. 

Maintenance  Is  divided  Into  two  sub¬ 
categories:  maintenance  of  way  and 
structures  and  maintenance  of  equip¬ 
ment.  Maintenance  of  way  involves  the 
functions  necessary  to  keep  the  track  in 
adequate  condition  for  service  require¬ 
ments  and  to  meet  Federal  track  stand¬ 
ards.  Functions  Include  track  alignment, 
tie  replacement,  rail  and  frog  replace¬ 
ment,  ditching,  ballasting,  ballast  clean¬ 
ing  and  tamping.  Manpower  require¬ 
ments  will  depend  upon  the  condition  of 


the  existing  track  and  length  of  the  line. 
Sophisticated  automatic  equipment  Is 
probably  not  necessary  for  a  short  line 
and  ne^  not  be  considered.  It  may  be 
most  practical  to  enter  Into  a  contractual 
agreement  with  a  connecting  carrier  or 
local  railroad  construction  firm  to  per¬ 
form  track  maintenance.  This  might  be 
the  least  costly  approach  where  the  re¬ 
quired  work  is  not  sufficient  to  warrant 
equipment  and  track  crews. 

Structural  maintenance  includes  work 
necessary  to  keep  appurtenant  structures 
and  works  Including  bridges,  drainage 
culverts,  embankments,  tunnels  and 
buildings,  in  good  repair.  As  with  track 
maintenance,  circumstances  may  dictate 
that  these  functions  be  handled  by  con¬ 
tract  to  another  carrier  or  private  con¬ 
tractor. 

Car  and  locomotive  maintenance  re¬ 
quire  specialize  skills. 

Locomotive  Maintenance. — There  are 
many  mechanical  devices  in  the  typical 
diesel  unit  and  these  will  require  servic¬ 
ing  at  various  times.  The  major  compon¬ 
ents  requiring  attention  include,  wheels 
and  trucks,  traction  motors,  generators, 
engine  block  and  auxiliary  devices,  air 
compressor,  and  cooling  sjrstems.  The 
short  line  should  have  certain  periodic 
maintenance  performed  as  preventive 
measures.  Maintenance  activities  may  be 
performed  by  a  major  carrier,  probably 
a  connecting  one  at  their  shop  facilities. 
The  same  carrier  might  also  provide 
standby  equipment  in  the  event  of  equip¬ 
ment  failures.  It  is  probably  best  for  most 
short  lines  to  pursue  off-line  repairing 
services  rather  than  to  Invest  iieavily  in 
shop  machinery. 

Locomotives  use  diesel  fuel  which  can 
be  stored  in  a  stand-tank  at  track  side 
or  delivered  and  pumped  by  a  local  fuel 
oil  dealer.  Diesel  lubricating  oil  Is  also 
required  for  the  operation.  Sand  may  be 
an  important  requirement,  especially 
where  heavy  loads  and  grades  are  in¬ 
volved.  The  sand  is  of  a  special  grade 
and  must  be  stored  In  a  dry  area. 

Car  Maintenance. — ^Most  freight  cars 
require  some  running  repairs  although 
they  do  not  generally  require  the  con¬ 
stant  attention  required  of  motive  power. 
Major  components  to  be  considered  in¬ 
clude  the  car  body  structure  Itself,  and 
Its  doors,  grab  Irons,  ladders,  painting 
and  stenciling.  The  elements  requiring 
the  most  attention  are  usually  located 
below  the  car  body.  These  include  the 
couplers,  brake  rigging  and  the  trucks. 
The  trucks  consist  of  wheels,  axles,  truck 
frames  and  springs  and  the  actual  brak¬ 
ing  components.  If  the  line  is  receiving 
special  equipment  such  as  mechanically 
refrigerated  cars,  the  capability  to  check 
whether  refrigeration  equlmnent  is  func¬ 
tioning  properly  may  be  desirable.  There¬ 
fore,  if  the  short  line  wishes  to  main¬ 
tain  some  repair  capability  a  covered 
work  area  would  be  desirable  In  addi¬ 
tion  to  a  block  and  tackle  and  some  basic 
welding  equipment.  If  the  short  line  owns 
Its  own  cars,  and  one  of  these  cars  breaks 
down  while  on  another  road  (“bad  or¬ 
dered”)  it  will  be  returned  to  Uie  home 
line  for  repair.  Again,  these  mainten¬ 
ance  duties  could  be  performed  by  con- 
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tractual  arrangement  with  the  connect¬ 
ing  carrier  or  private  contractor. 

The  last  category  Is  administration. 
This  may  be  divided  into  financial  man¬ 
agement.  clerical,  and  marketing  activi¬ 
ties. 

The  financial  activities  include  billing, 
collecting  and  paying  accounts  with  cus¬ 
tomers  and  carriers.  Interline  settlements 
may  include  the  collection  and  payment 
of  rate  divisions.  Per  diem  eludes  are 
paid  by  the  user  railroad  to  the  owner 
of  the  car.  Another  charge,  demurrage, 
is  a  rental  assessed  against  a  shipper  or 
receiver  for  detaining  a  car  longer  than 
24  hours  for  loading  or  imloadlng  pur¬ 
poses.  Other  charges  such  as  switching 
charges,  route  divisions  and  interline 
settlements  require  clerical  work  and 
bookkeeping  entries.  Payroll  fimctions 
•contain  one  noteable  difference — rail¬ 
road  employees  are  covered  by  the  Rail¬ 
road  Retirement  Act  Instead  of  the  So¬ 
cial  Security  Act.  Many  of  the  book¬ 
keeping  and  billing  functions  may  be  per¬ 
formed  by  the  connecting  carrier  for  a 
fee.  Such  arrangements  are  recom¬ 
mended  when  the  short  line  is  not  in  a 
position  to  perform  these  functions  ef¬ 
ficiently. 

Whether  marketing  efforts  are  ac¬ 
tively  pursued  depends  upon  the  size  of 
the  line,  management  attitudes  and  de¬ 
velopment  opportimities  in  areas  adja¬ 
cent  to  the  line.  When  the  line  is  jointly 
owned  or  operated  for  the  b«iefit  of  a  few 
shiiH>ers  and  there  are  no  development 
prospects,  marketing  efforts  are  probably 
unwarranted.  If  there  are  potential  ship¬ 
pers  on  the  line  or  development  sites  are 
available  for  plant  locations,  considera¬ 
tion  should  be  given  to  marketing  ac¬ 
tivities.  Contact  should  be  maintained 
with  shippers  to  provide  information  on 
the  railroad's  services  and  to  receive 
valuable  feedback.  Contact  should  be  ini¬ 
tiated  with  additional  on-line  industries 
that  can  potentially  generate  rail  traf¬ 
fic.  Information  with  regard  to  short  line 
operations  is  available  by  contacting  the 
American  Short  Line  Railroad  Associa¬ 
tion,  2000  Massachusetts  Avenue,  NW., 
Washington,  D.C.  20036. 

F.  Regulations 

There  are  a  variety  of  Federal,  State 
and  local  regulations  with  which  all  par¬ 
ties  interested  in  continuing  rail  service 
should  be  familiar.  This  section  discusses 
regulatory  constraints,  especially  as  they 
might  apply  to  short  line  railroad  opera¬ 
tions. 

F.l.  Federal  Regulation 

All  railroads  engaged  in  interstate 
commerce  are  subject  to  the  Interstate 
Commerce  Act  49  US  Code  1  (“ICA”) .  A 
Certificate  of  Public  Convenience  and 
Necessity  as  required  by  Section  1(18)  of 
the  ICA  must  be  obtained  prior  to  the 
conunencement  of  rail  operation,  ffhe 
regulations  which  relate  to  Section  1(18) 
are  foimd  in  the  Code  of  Federal  Regula¬ 
tions  (CFR)  Title  49  Sections  1120.1  to 
1120.8,  inclusive.  These  regulations  give 
the  details  necessary  to  file  an  applica¬ 
tion  with  the  ICC  to  construct,  extend, 
acquire,  or  operate  railroad  lines.  Section 


20(a)  of  the  ICA  outlines  the  ICC’s  juris, 
diction  to  regulate  the  Issuance  of  trans¬ 
portation  company  securities.  For  further 
information  one  should  contact  the  Fi¬ 
nance  Section,  Interstate  Commerce 
Commission,  Washington,  D.C.  20423,  or 
the  Office. 

ICX7  regulations  provide  for  maximum 
hours  of  services  of  train  and  engine  per¬ 
sonnel,  quarterly  and  annual  reports 
to  the  ICC,  monthly  locomotive  inspec¬ 
tions,  car  service  orders  and  the  realign¬ 
ment  of  debt  and  equity  structure.  There 
are  two  important  exceptions  to  ICC  reg¬ 
ulations  which  are  applicable  to  short  line 
operations.  First,  if  a  short  line  employs 
fewer  than  15  train  and  engine  service 
employees,  it  may  apply  to  extend  hours 
of  service  (per  day)  of  their  workers  from 
12  to  14  or  16  hours.  This  exception 
should  promote  operating  flexibility. 
Second,  accounting  and  reporting  re¬ 
quirements  for  short  lines  (with  regard 
to  operating  statistics,  traffic  data,  bal¬ 
ance  sheets,  income  and  expense  infor¬ 
mation)  are  not  as  extensive  as  required 
of  CTlass  I  railroads. 

Full  service  and  switching  carriers  are 
subject  to  FRA  track  and  safety  stand¬ 
ards.  'Track  and  operating  equipment 
foimd  to  be  sub-standard  by  FRA  can  be 
ordered  out  of  service  which  could  severe¬ 
ly  effect  operations  of  the  short  line.  Con- 
committantly,  enforcement  of  FRA 
standards  could  result  in  severe  start-up 
problems  and  costs  on  those  lines  not 
transferred  to  ConRail  or  other  railroads 
pimsuant  to  the  Plan. 

All  railroads  will  be  subject  to  Oper¬ 
ating  Safety  and  Health  Act  (“OSHA") 
work  safety  rules,  and  local  or  State 
emission  stemdards.  OSHA  general  in¬ 
dustry  rules  can  be  found  in  Vol.  39,  No. 
125  of  the  Federal  Register  (June  27, 
1974) .  There  are  no  Environmental  Pro¬ 
tection  Agency  (“EPA”)  emission  stand¬ 
ards  for  railroad  locomotives.  In  order  to 
ascertain  local  or  State  standards,  con¬ 
tact  the  appropriate  Bureau  of  Air  Qual¬ 
ity,  or  the  Air  Pollution  Control  Associa¬ 
tion,  4400  Fifth  Avenue,  Pittsburgh,  Pa., 
15213.  New  carriei's  should  investigate 
whether  any  local  or  State  grandfather 
classes  will  be  vested  in  the  new  owners. 
Additionally,  during  fuel  shortages,  the 
Federal  Energy  Administration  allocates 
railroad  fuel  on  the  basis  of  the  previous 
year’s  usage.  Therefore,  accurate  records 
of  fuel  usage  should  be  kept. 

Any  regulations  applying  to  transpor¬ 
tation  in  particular  or  business  in  gen¬ 
eral  may  apply  to  short  lines.  New  oper¬ 
ators  should  become  familiar  with  In¬ 
ternal  Revenue  Service  regulations,  the 
Railway  Labor  Act  and  the  Railroad  Re¬ 
tirement  Act. 

F.2.  State  and  Local  Regulation 

These  regulations  may  relate  to  the 
operation  of  a  transportation  business, 
but  more  importantly  there  are  laws 
which  govern  the  establishment  and  it¬ 
eration  of  a  business  entity,  such  as  a 
corporation  or  partnership.  For  example, 
if  the  short  line  company  is  to  be  a  cor¬ 
poration  thm  State  corporate  law  must 
be  followed.  The  business  entity  must  be 
established  prior  to  applying  for  ICC 
authority. 


State  public  utility  (xmunissions  have 
varying  authority  over  rail  lines,  pri¬ 
marily  in  the  area  of  safety.  To  what  ex¬ 
tent  this  function  will  be  displaced  by 
OSHA  and  the  FRA,  If  any,  is  not  yet 
determinable. 

There  are  also  local  and  county  laws 
which  may  govern  the  establishment  of 
businesses.  Legal  counsel  should  be  re¬ 
tained  to  ensure  tiiat  all  laws  and  regula¬ 
tions  are  being  accurately  followed. 

G.  Business  Structure 

One  of  the  first  steps  in  establishing 
a  short  line  or  any  other  business  struc¬ 
ture,  is  the  selection  of  the  form  of 
ownership.  Forms  of  ownership  are  gov¬ 
erned  primarily  by  the  laws  of  the  state 
of  incorporation.  Forms  of  ownership  in¬ 
clude  the  corporation  and  its  variations, 
cooperatives,  partnerships,  joint  ven¬ 
tures,  proprietorships  and  government 
ownership. 

Probably  the  most  logical  and  prefer¬ 
red  form  of  ownership  is  the  corpora¬ 
tion,  as  it  provides  several  very  impor¬ 
tant  benefits.  Foremost  among  these 
benefits  is  the  concept  of  limited  liabil¬ 
ity.  Owners  of  the  line  are  insulated 
from  personal  liability  in  the  event  of 
suit.  Regulatory  treatment  of  proprietor¬ 
ships  and  partnerships  is  noticeably 
more  cumbersome  which  may  be  con¬ 
sidered  to  be  an  additional  benefit  of  the 
corporate  form.  Furthermore,  the  cor¬ 
poration  has  an  infinite  whereas  part¬ 
nerships  and  proprietorships  are  limited 
to  the  lifetimes  of  the  owners.  Govern¬ 
ments  may  be  reluctant  to  grant  ease¬ 
ments  or  seek  easements  frmn  railroads 
whose  “lives”  will  expire  with  the  own¬ 
ers.  Another  attractive  feature  of  a  cor¬ 
poration  is  its  convenient  methods  for 
distributing  ownership — capital  stock — 
plus  other  financing  i^ruments  such  as 
bonds  and  debentures. 

A  cooperative  association  can  be  an 
appealing  form  of  ownership  when  there 
is  a  small  group  of  very  concerned  users 
of  rail  service.  For  example,  when  per¬ 
haps  a  dozen  shippers  are  sufficiently 
concerned  with  future  rail  service  that 
they  are  willing  to  acquire  the  right  of 
way,  then  some  sort  of  nonprofit  as¬ 
sociation  could  be  formed  to  acquire  the 
line  and  lease  it  to  a  short  line  operator. 
Cooperatives  may  also  be  attractive  when 
it  is  anticipated  that  the  short  line 
operation  will  lose  money.  In  such  situ¬ 
ations,  a  funding  technique  must  be  de¬ 
veloped  which  provides  needed  cash  to 
the  short  line  while  allowing  the  con¬ 
tributors  to  treat  the  contribution  as  a 
tax  deductible  exc>ense.  In  contrast,  the 
corporation  may  be  a  less  desirable  form 
of  ownership  for  tax  purposes  since  such 
contributions  will  be  treated  as  invest¬ 
ments. 

It  should  be  noted,  however,  that  un¬ 
der  the  Internal  Revenue  Code,  some 
short  line  corporate  structures  might  be 
eligible  for  treatment  as  a  Subchapter 
“S”  corporation.  Under  Subchapter  “S”, 
eligible,  closely-held  corporations  are 
taxed  as  partnerships.  Thus,  the  losses 
of  the  short  line  railroad  can  be  passed 
through  to  investors  for  tax  purposes. 
Before  any  decision  is  reached  as  to  the 
tax  advantage  of  alternative  structures. 
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tax  questions  should  be  researched  care¬ 
fully. 

Tlie  potential  operating  viability  of  the 
short  line  will  have  a  fundamental  Influ¬ 
ence  on  its  ownership  structure  and  op¬ 
erating  nature.  The  railroad  probal^ 
will  be  operated  as  a  full  service  common 
carrier  when  the  motivation  is  to  provide 
socially  desirable  rail  service.  If  it  is  an¬ 
ticipated  that  the  line  will  be  profitable, 
operation  as  a  full  service  cwnmon  car¬ 
rier  is  even  more  desirable  in  order  to 
maximize  total  traffic. 

Pull  service  common  carriers  or 
switching  carriers  can  be  operated  by  a 
private  enterprise  or  by  a  public  institu¬ 
tion.  If  ownership  and  operation  of  the 
line  are  to  be  separate,  often  a  public  or 
quasi-public  authority  will  own  the  right 
of  way  and  infrastructure  while  leasing 
these  facilities  to  a  private  profit-ori¬ 
ented  company  which  will  operate  the 
line.  Some  situations  will  require  public 
ownership  because  private  Investors  will 
apprehensively  view  the  large  initial  in¬ 
vestment  necessary  for  purchasing  rail 
properties. 

When  short  line  operations  are  estab¬ 
lished  to  meet  a  public  need  and  deficits 
are  unavoidable,  then  a  public  authority 
is  logical.  Thus,  separate  ownership  and 
operation  of  the  line  is  probably  a  moot 
Issue  because  the  public  owner  will  also 
have  to  operate  the  line. 

H.  Acquisition 

Control  of  the  light  density  line  re¬ 
quires  several  key  decisions,  including 
questicms  of  public  versus  private  owner¬ 
ship,  purchase  versus  lease  of  properties 
and  Joint  versus  separate  ownership  and 
operation.  These  decisions,  as  they  relate 
to  acquisition  of  properties,  will  be  In¬ 
fluenced  by  the  financing,  corporate 
structure  and  the  potential  viability  of 
the  operating  entity. 

Acquisition  of  rail  properties  is  best 
achieved  through  a  negotiated  sale 
agreement.  An  arm’s  length  agreement 
between  buyer  and  seller  is  preferable 
because  it  minimizes  the  substantial  time 
and  resources  required  to  litigrate  a  trans¬ 
fer  of  properties.  In  addition,  a  negoti¬ 
ated  sale  enables  both  parties  to  struc¬ 
ture  a  transaction  in  a  manner  which  re¬ 
flects  the  preferences  of  each  party. 

In  those  cases  where  the  selling  rail¬ 
road  and  the  buyer  are  unable  to  reach 
an  agreement,  powers  of  eminent  domain 
may  be  used.  While  a  condemnation  pro¬ 
ceeding  will  typically  insure  property 
acquisition,  the  proceedings  are  often 
lengthy  and  expensive.  Under  the  Act, 
the  Association  has  the  authority  to  or¬ 
der  bankrupt  railroads  to  transfer  rail 
property  to  a  solvent  railroad  or  ConRail. 
Accordingly,  if  a  community  does  not 
wish  to  acquire  rail  properties,  but  is  will¬ 
ing  to  provide  Incentives  which  would 
make  an  acquisition  attractive.  It  may 
be  able  to  convince  the  Association  to 
order  a  transfer  of  rail  properties. 

When  determining  whether  to  acquire 
rail  properties,  it  should  be  rmderstood 
that  several  sellers  may  be  Involved. 
Some  of  the  properties  may  be  owned 
outright  by  the  railroad  and  others  may 
be  leased  to  the  railroad.  It  is  even  con¬ 


ceivable  that  although  a  railroad  may 
own  a  desirable  piece  of  property,  the 
railroad  may  not  have  any  operating 
rights  to  it.  For  example,  terminal  and 
operating  facilities,  which  were  not 
needed  as  part  of  a  Glass  I  operation,  may 
be  necessary  as  part  of  a  short  line 
operation. 

In  some  instances,  a  leasing  arrange¬ 
ment  wUl  be  superior  to  outright  acqui¬ 
sition.  One  arrangement  is  a  sale-lease¬ 
back  plan  whereby  a  Class  I  carrier  sells 
the  facilities  to  the  commimity  and 
agrees  to  lease  and  operate  them.  This 
arrangement  serves  to  maintain  rail 
service  by  the  existing  carrier.  An  impor¬ 
tant  consideration  in  the  sale-leaseback 
arrangement  is  for  commimities  and 
users  to  make  certain  that  the  carrier 
(lessee-operator)  Intends  to  provide  an 
acceptable  quality  of  service.  In  this  re¬ 
gard,  a  lease  arrangement  directly  with  a 
Class  I  railroad  is  preferable  to  a  lease 
with  a  subsidiary  of  that  railroad.  More¬ 
over,  the  time  period  covered  by  the  lease 
should  reflect  a  decision  as  to  the  future 
of  rail  service  on  the  particular  proper¬ 
ties.  In  this  regard,  a  long-term  lease 
should  not  be  negotiated  when  it’s  clear 
that  shippers,  in  time,  will  no  longer 
need  or  want  rail  service.  Conversely, 
long-term  leases  are  appropriate  when 
there  is  a  clear  indication  of  substantial 
development  on  the  line. 

Another  leasing  arrangement  is  for  a 
short  line  operator — or  a  government  au¬ 
thority — to  lease  properties  from  the 
abandoning  railroad.  The  rental  fees  can 
provide  a  fair  rate  of  return  and  save 
the  railroad  salvage  efforts.  For  the  com¬ 
munity,  it  obviates  the  need  to  raise  the 
money  to  purchase  the  properties. 

Properties  can  also  be  acquired  by  ne¬ 
gotiating  a  direct  settlement  with  mort¬ 
gagees  and  other  senior  lienholders.  As¬ 
sumption  of  an  existing  mortgage  is 
plausible  with  certain  preconditions. 
First,  the  mortgage  should  be  secured 
by  properties  sought  by  the  acquirer. 
Second,  the  value  of  the  property  should 
be  less  than  the  values  of  the  mortgage 
claim  plus  other  more  senior  claims, 
•otherwise  the  estate’s  trustee  holds  a 
valuable  interest  in  the  property,  which 
the  trustee  would  not  want  to  relinquish 
without  compensation. 

Direct  settlements  are  possible  when 
the  mortgage  is  willing  to  reduce  his 
claim  in  exchange  for  a  mortgage  as¬ 
sumption  by  another  party.  When  this  is 
the  case,  title  and  secured  claims  can  be 
transferred.  The  trustee  is  benefited  be¬ 
cause  the  estate  is  relieved  of  the  claims 
which  exceed  the  value  of  the  property. 
The  new  mortgagor  is  benefited  because 
this  arrangement  provides  for  acquisi¬ 
tion  of  the  desired  properties  with  a 
minimum  expenditure. 

One  of  the  most  difficult  problems  of 
acquisition  is  the  valuation  of  rail  prop¬ 
erties.  Valuation  is  a  prmninent  issue  of 
conflict  between  the  Association  and  the 
railroads  in  reorganization.  The  Associa¬ 
tion  and  the  bankrupts  differ  over  the 
principles  and  aiH>ralsals  of  the  pnH>- 
erties  which  will  be  conveyed  to  ConRail 
and  other  purchasers.  One  i^roach  Is 
to  value  property  on  the  basis  of  its  sal¬ 
vage  or  net  liquidation  value.  The  salvage 


value  concept  rests  on  the  premise  that 
a  bankrupt  railroad  has  no  alternative 
use  for  the  rail  properties  other  than  to 
liquidate  them.  To  appraise  the  proper¬ 
ties,  the  salvage  market  value  of  the  land 
and  other  removable  properties  would  be 
calculated;  the  expenses  required  to  re¬ 
move  and  dismantle  these  properties 
would  be  subtracted  from  this  value. 

A  second  theory  of  valuation  is  that 
property  should  be  valued  on  the  basis  of 
its  ability  to  generate  Income  for  rail 
purposes.  Another  way  is  to  value  prop¬ 
erty  on  the  basis  of  its  net  book  value  as 
carried  by  the  railroad. 

Once  the  buyer  and  seller  agree  on  a 
valuation  principle  that  is  acceptable  to 
both  parties,  an  agreement  must  also  be 
reached  on  the  application  of  the  prin¬ 
ciple — ^the  8q;>praisal.  The  appraisal  is 
fundamentally  Influenced  by  the  meth¬ 
odology  used  to  calculate  the  values.  For 
example,  the  methodology  will  provide 
estimates  of  the  time  required  to  remove 
the  materials  from  the  pr(H;>erty  and  the 
expenses  needed  to  restore  the  facilities 
to  an  acceptable  condition.  Furthermore, 
the  methodology  includes  a  realistic  pe¬ 
riod  of  time  required  to  carry  out  the 
liquidation  program.  Accordingly,  the 
buyer  and  seller  must  also  agree  on  tim¬ 
ing,  scrap  prices,  Isind  values,  and  dis¬ 
mantling  costs. 

Where  right-of-way  ownership  is  re¬ 
stricted  by  a  reversionary  right,  toe  rail¬ 
road  has  little  bargaining  power  to  de¬ 
mand  compensation  for  toe  land  com¬ 
prising  toe  right  of  way.  If  a  reversion¬ 
ary  right  applies,  then  when  a  line  is 
abandoned,  the  land  reverts  back  to  toe 
previous  owner.  Thus,  concerned  public 
bodies  should  determine  whether  rever¬ 
sionary  rights  exist  on  any  of  toe  prop¬ 
erties  proposed  for  abandonment. 

A  problem  which  Is.becoming  increas¬ 
ingly  prevalent  is  how  to  transfer  toe 
property  designated  for  conveyance  in 
toe  Plan.  Section  303(b)(2)  of  toe  Act 
requires  that  all  property  be  conveyed 
free  and  clear  of  all  liens  and  encum¬ 
brances.  This  mandate  has  far  reaching 
ramifications  since  railroad  prc^rty  for 
the  most  part  is  heavily  aicumbered  as 
a  result  of  the  elaborate  financing 
schemes  used  by  railroads  in  toe  past.  In 
addition,  almost  all  properties  are  en¬ 
cumbered  with  local  tax  liens.  Thus,  pur¬ 
chase  of  properties  directly  from  toe 
bankrupt  estates  requires  that  toe  trans¬ 
action  include  a  solution  to  the  prob¬ 
lem  of  Hens. 

The  city,  county  and  State  legal  de¬ 
partments  should  be  contacted  to  deter¬ 
mine  the  extent  of  encumberances  exist¬ 
ing  against  specific  rail  properties.  Once 
these  encumberances  are  identified  it 
will  probably  be  necessary  to  co-operate 
with  govemmoit  mtities  at  toe  local, 
county  and  State  levels  to  decide  on  a 
stratc^  for  resolving  the  claims.  As  an 
example,  a  State  may  compile  listings  of 
rail  lines  within  that  State  which  are  en¬ 
cumbered  by  reversionary  clauses  or  tax 
liens  and  scheduled  to  be  aband(»ied. 
The  trustees  of  toe  railroads  Involved 
could  then  be  approached  to  negotiate  a 
solution  with  toe  option  of  the  State  be¬ 
coming  the  owner  of  these  lines.  The 
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State  could  then  either  operate  the  lines 
or  lease  them  to  operating  companies, 
thereby  preserving  rail  service. 

I.  Sources  of  Funds:  Developing  a 
Financial  Plan 

The  financing  approach  to  continuing 
rail  service  should  be  coordinated  with 
whatever  operating  approach  is  selected 
by  the  commimity  and  rail  users.  How¬ 
ever,  sufficient  latitude  exists  to  permit 
innovative  financial  solutions.  Com¬ 
munities  and  rail  users  have  many  op- 
portvmities  to  minimize  their  financial 
involvement  by  utilizing  various  invest¬ 
ment  techniques.  This  section  will  dis¬ 
cuss  private  financing,  public  financing 
and  non-cash  inducements  for  continued 
rail  service. 

1.1.  Private  Financing 

Many  programs  of  continued  rail  serv¬ 
ice  will  rely,  at  least  in  part,  upon  pri¬ 
vate  sources  of  funds.  Private  financing 
may  be  available  because  of  specific  pri¬ 
vate  interests  or  because  of  incentives 
in  the  private  capital  markets.  A  pro¬ 
gram  which  establishes  a  business  enter¬ 
prise  will  require  financing  of  working 
capital,  fixed  Infrastructure  and  an 
ownership  interest.  For  example,  a  short 
line  railroad  may  need  to  establish  a  line 
of  credit  with  a  commercial  bank  in 
order  to  secure  working  capital  for  its 
day-to-day  operations.  The  right  of  way 
and  fixed  plant  may  be  financed  by  bonds 
or  mortgages.  Equity  capital  can  be  sold 
to  distribute  ownership  shares. 

Local  and  State  government  entities 
may  undertake  programs  to  attract  pri¬ 
vate  funds  wltii  inducements  such  as: 

Leases,  tax  shelters,  guaranteed  financing, 
indirect  subsidies,  associations  of  users. 

A  financing  technique  which  almost 
certainly  can  Improve  the  financial  plan 
for  most  short  line  railroads  is  leasing. 
Locomotives,  rolling  stock  and  other 
equipment  are  properties  which  private 
Investors  will  lease  to  a  raUroad.  This 
type  of  asset  is  attractive  for  leasing  be¬ 
cause  the  lessor  can  readily  repossess 
and  resell  the  property  if  the  lessee  vio¬ 
lates  the  lease.  The  lessee  (operating 
railroad)  benefits  from  leasing  because 
it  is  not  necessary  to  raise  capital  to 
purchase  the  asset.  The  lessor  may  be 
able  to  offer  an  attractive  rental  price 
depending  on  tax  benefits  which  may  be 
available. 

Another  type  of  Incentive  is  where  the 
Government  guarantees  the  payment  of 
interest,  principal,  and/or  dividends  on 
an  obligation.  Such  guarantees  greatly 
reduce  investor  risk,  thereby  providing 
substantial  Inducement  to  private  in¬ 
vestors  to  supply  funds.  Guarantees  are 
particularly  useful  when  a  government 
entity  does  not  wish  to  be  directly  in¬ 
volve  in  financing  the  continuation  of 
rail  service  but  is  willing  to  bear  some 
of  the  risks. 

Similarly,  inducements  may  be  pro¬ 
vided  by  Interest  rate  subsidies.  For  ex¬ 
ample,  the  non-taxable  bond  is  a  form 
of  Interest  rate  subsidy.  Allowing  Inter¬ 
est  on  a  short  line’s  debt  to  be  exempt 


from  income  taxation  may  also  aid  in  at¬ 
tracting  funds. 

Interest  rate  subsidies  can  take  other 
forms.  If  a  concerned  group  is  willing 
to  provide  low  cost  ciqiital  for  the  con¬ 
tinuation  of  rail  service,  then  it  may  be 
possible  to  issue  securities  at  interest 
rates  below  normal  market  levels  to 
“friends  of  the  railroad.”  An  alternative 
method  is  that  a  group  of  concerned  citi¬ 
zens  and  industries  acquire  the  rail  prop¬ 
erties  and  then  lease  these  properties 
bsw:k  to  tlie  railroad  at  rentals  which  are 
less  than  the  cost  of  debt  service. 

The  tax  shelter  is  a  potential  financing 
technique  if  the  light  density  line  opera- 
ticm  establishes  a  business  structure 
which  can  pass  losses  through  to  inves¬ 
tors.  Tax  shelters  often  receive  unfavor¬ 
able  publicity,  but  their  purpose  is  to  en¬ 
courage  investment  in  activities  which 
are  normally  unable  to  compete  in  capi¬ 
tal  markets  without  special  provisions  to 
increase  after-tax  profits.  Attractive  de¬ 
preciation  rules  can  serve  as  tax  shelters. 
Another  technique  is  the  depletion  allow¬ 
ance,  which  would  allow  railroads  to  ex¬ 
pense  depreciation  on  the  basis  of  traffic 
or  revenue  and  would  serve  as  an  offset 
to  revenue  to  minimize  income  tax  lia- 
bUity. 

1.2  State  and  Local  Financing 

Eight  forms  of  public  financing  for 
retaining  rail  service  can  be  considered: 

(1)  General  obligation  bonds; 

(2)  Revenue  bonds; 

(3)  General  tax  revenues; 

(4)  Development  districts  or  zone; 

(5)  Special  tax  assessments  or  surcharges; 

(6)  Regional  authorities; 

(7)  Development  corporations; 

(8)  Grants. 

General  obligation  bonds  are  debt  in¬ 
struments  used  to  supply  the  debt  capi¬ 
tal  requlr^ents  of  many  State,  local 
and  county  governments.  They  are  sup¬ 
ported  by  the  full  faith  and  credit  of 
the  government  institution.  Revenue 
bonds  are  used  to  finance  public  works 
projects  such  as  airports,  bridges,  and 
sewer  systems.  The  fees  derived  from  op¬ 
erating  these  projects  are  used  to  serv¬ 
ice  the  bonds.  Revenue  bonds  are  tsrpl- 
cally  Issued  at  interest  rates  somewhat 
higher  than  general  obligation  bonds,  be¬ 
cause  they  are  often  not  restricted  by 
many  of  the  statutory  requirements  cov¬ 
ering  general  obligation  bonds.  More¬ 
over,  since  revenue  bonds  are  secured  by 
a  revenue  producing  operation,  it  is  eas¬ 
ier  for  governing  bodies  to  authorize 
their  issuance. 

Analogous  to  general  obligation  bonds, 
general  tax  revenues  are  a  source  of 
financing  of  rail  projects  unless  there  are 
prohibitions  against  using  tax  monies 
for  such  purposes.  Financing  by  general 
obligation  bonds  and  general  tax  reve¬ 
nues  distribute  the  investment  burden 
over  the  total  tax  base.  However,  financ¬ 
ing  through  revenue  bonds  distributes 
the  burden  to  users  of  the  project. 

In  some  situations  the  financial  bur¬ 
dens  of  continuing  rail  service  can  be 
more  directly  placed  on  those  benefiting 
from  the  continuation  through  the  es¬ 


tablishment  of  development  districts  or 
zones.  An  example  of  a  development  dis¬ 
trict  is  a  downtown  area  of  a  city  where 
merchants  agree  to  pay  a  special  tax 
to  finance  the  debt  service  required  for 
the  construction  of  a  downtown  munici¬ 
pal  parking  garage.  In  order  to  finance 
the  continuation  of  rail  service,  a  local 
government  could  establish  tax  districts 
albng  the  areas  served  by  the  rail  line. 
The  rationale  is  that  the  values  of  land 
adjacent  to  a  railroad  is  enhanced  be¬ 
cause  of  the  Improved  opportunities  for 
development  due  to  the  availability  of 
rail  service.  Zones  could  be  designated 
wherein  all  land  owners  in  the  proximity 
of  the  right  of  way  would  be  assessed  a 
special  tax  or  surcharge  depending  on 
their  location. 

The  concept  of  a  special  tax  zone  is 
directly  analogous  to  the  idea  that  special 
tax  assessments  should  be  used  to  dis¬ 
tribute  the  burden  of  the  program  to 
those  who  are  the  beneficiaries.  There¬ 
fore,  in  addition  to  specific  geographic 
districts,  special  taxes  should  be  con¬ 
sidered.  For  example,  the  govermnent 
could  Institute  a  special  tax  upon  indus¬ 
tries  which  are  the  direct  beneficiaries 
of  continued  rail  services.  Alternatively, 
sales  taxes  may  be  used  if  the  project 
has  Identifiable  benefits  for  the  entire 
local  or  regional  economy. 

Sometimes  the  difficulty  in  raising  pub¬ 
lic  funds  is  the  political  impedim^it 
gaining  authorization  for  additional 
taxes  or  bond  Issues.  When  this  barrier 
exists,  it  is  useful  to  seek  out  alternative 
public  Institutions — such  as  a  regional 
authority— which  can  ext^d  its  activi¬ 
ties  into  the  ownership  and  operation  of 
railroads.  For  example,  several  years  ago 
the  Port  Authority  of  New  York  and 
New  Jersey  stepped  In  and  acquired  the 
Hudson  Tubes  for  the  purpose  of  pro¬ 
viding  vital  public  passenger  rail  services 
when  the  cmnmon  carrier  could  no  longer 
serve  the  market.  Similarly,  regional  au¬ 
thorities  could  acquire  and  (^rate  lines 
of  the  bankrupts  to  provide  services  to 
existing  shippers  and  to  facilitate  indus¬ 
trial  development. 

If  no  such  Institution  exists  or  it  is 
considered  too  elaborate  to  establish,  then 
"development  corporations”  might  be  a 
convenient  alternative.  Some  localities 
and  regions  have  already  established 
development  corporations  which  f  imction 
to  acquire -land  and  then  to  promote  and 
finance  commercial  and  industrial  de¬ 
velopment.  The  success  of  development 
corporations  is  largely  dependent  on  the 
assistance  they  can  provide  to  Industrial 
tenants  in  their  efforts  to  raise  capital. 
Many  industrial  development  corpora¬ 
tions  purchase  land  and  erect  industrial 
parks  financed  with  tax  exempt  bonds. 
The  space  Is  then  leased  to  a  business  at 
rentals  which  refiect  the  low  service 
costs  on  the  tax  exempt  bonds.  A  develop¬ 
ment  corporatimi  is  ideally  suited  for 
the  financing  of  continued  rail  service 
because  it  can  raise  capital  at  relatively 
low  Interest  rates  and  can  issue  bonds 
without  the  impediments  of  municipal 
financing. 
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1.3.  Federal  Financing 

In  addition  to  private  funding  at  the 
State  and  local  levels,  federal  funds  are 
available  to  help  finance  the  continua¬ 
tion  of  rail  service. 

Title  IV  of  the  Act  provides  $180  mil¬ 
lion  of  Federal  funds  designed  primarily 
to  continue  rail  service  on  light  density 
lines  not  recommended  for  service  in  the 
Final  System  Plan.  These  sums  must  be 
matched  to  a  minimum  of  30%  by  other 
parties. 

The  Act  envisions  that  operating  sub¬ 
sidies  will  not  be  the  only  method  utilized 
to  continue  the  operation  of  rail  lines 
which  are  not  included  in  ConRail.  Sec¬ 
tions  402  and  403  of  the  Act  provide  that 
Federal  dollars  be  made  available  on  a 
matching  basis  to  local,  regional  and 
State  transportation  authorities  for  ac-, 
quisition  and  modernization  of  rail  lines.' 

Section  402  provides  that  the  $90  mil¬ 
lion  discretionary  fund,  over  which  the 
Secretary  of  Transportation  has  control, 
may  be  used  for  Section  403  purposes,  l.e., 
these  fimds  can  be  allocated  for  acquisi¬ 
tion  and  modernization  of  rail  lines.  Any 
grants  made  imder  the  discretionary 
funding  portion  of  Section  402(b)  (2)  for 
modernization  and  acquisition  must  be 
pursuant  to  the  State  Rail  Plan  required 
xmder  Section  402(c) .  The  local,  re^onal, 
or  State  authority  must  match  the  fed¬ 
eral  fimds  with  at  least  30  percent. 

Section  403  provides  for  acquisition 
and  modernization  loans  to  local,  re¬ 
gional  and  State  transportation  author¬ 
ities  of  states  eligible  for  subsidy  funds 
under  402(c).  The  funds  for  Section  403 
are  provided  for  in  Section  211  of  the  Act. 
The  amount  of  money  which  will  be 
available  for  this  program  has  not  yet 
been  determined.  The  Federal  share  must 
be  matched  by  the  recipient  of  Federal 
funds  on  at  least  a  70-30  basis.  (Any 
project  for  which  a  Section  403  loan  is 
made  can  no  longer  receive  a  rail  service 
continuation  subsidy  under  Section  402) . 

It  should  also  be  noted  that  there  are 
numerous  sources  of  funds  available  un¬ 
der  Federal  grant  programs  that  may  be 
used  for  any  of  the  alternatives  to  sub¬ 
sidization.  Many  agencies,  such  as  the 
Department  of  Commerce,  the  Depart¬ 
ment  of  Housing  and  Urban  Develop¬ 
ment,  and  the  Department  of  Transpor¬ 
tation,  offer  sissistance  in  the  form  of 
project  and  research  grants,  direct  loans, 
and  guaranteed/insured  loans  to  public 
and  private  organizations  and  private 
citizens.  Both  profit  and  non-profit  in¬ 
stitutions  are  eligible. 

1.4.  The  Use  of  Tax  Claims 

Railroads  pya  txes  to  State  and  local 
governments.  The  taxes  paid  are  mostly 
on  real  estate,  but  other  types  of  taxes 
such  as  ad  valorum  taxes.  State  fran¬ 
chise  taxes,  unempl03nnent  tax,  and 
school  taxes,  may  also  be  paid  by  the 
railroads.  Unpaid  State  and  local  taxes 
are  one  of  the  largest  claims  against  the 
estates  of  the  bankrupts.  Past  and  future 
taxes  can  function  as  a  source  of  funds 
for  communities  interested  in  continued 
rail  service. 

An  intriguing  concept  for  raising 
funds  to  be  used  for  preserving  rail  serv¬ 


ice  is  to  treat  forgiveness  of  tax  claims 
as  a  method  of  financing.  In  railroad  re- 
organizaticms,  tax  claims  are  senior  debts 
of  the  estate.  Tax  claims  which  accrued 
after  the  petition  for  bankruptcy  are 
considered  administrative  expenses  of 
the  estate  and  are  accorded  the  hl{^ 
priority  which  is  given  to  such  claims. 
However,  tax  claims  which  result  from 
nonpayment  before  bankruptcy  (pre-pe¬ 
tition)  are  not  given  as  high  priority, 
but  they  are  still  relatively  senior.  Those 
tax  claims  which  statutorily  constitute 
liens  on  the  property  are  known  as  se¬ 
cured  tax  claims.  This  class  of  claim  is 
accorded  the  highest  priority  of  all  pre¬ 
bankruptcy  claims  (save  one  small 
class).  However,  some  localities  do  not 
place  liens  upon  property  when  the  taxes 
are  in  default.  For  these  claims,  the 
priority  is  lowered  to  “unsecured”  tax 
claims.  Nevertheless,  most  localities  have 
a  substantial  claim  against  bankrupt 
estates  because  of  post-petition  defer¬ 
rals.  It  is  these  senior  claims  which  can 
be  used  as  an  attractive  source  of  capital. 

Forgiveness  of  tax  claims  is,  strictly 
speaking,  an  inappropriate  term  for  de¬ 
scribing  the  use  of  tax  claims  as  a  source 
of  funds.  Forgiveness  implies  the  relin¬ 
quishment  of  claim  without  a  corre¬ 
sponding  exchange  of  consideration  from 
the  debtor.  In  contrast,  the  theme  of  this 
discussion  is  that  consideration  will  be 
received  in  exchange  for  relinquishment 
of  a  claim;  thus,  forgiveness  is  essentially 
part  of  a  contractual  agreement  between 
the  debtor  and  the  claimant. 

For  what  purposes  can  such  tax  for¬ 
giveness  be  used?  These  claims  will 
probably  be  useful  for  acquisitions  and/ 
or  inducements  for  other  financing 
arrangements.  An  obvious  use  for  tax 
claims  is  as  the  consideration  in  an 
acquisition  of  rail  properties.  For  ex¬ 
ample,  assume  there  are  tax  daims 
against  a  bankrupt  carrier  held  by  county 
and  local  governments.  If  the  agreed  pur¬ 
chase  price  of  the  line  were  $50,000  and 
the  tax  claims  were  $10,000,  then  this 
amount  could  be  wplled  towards  the 
purchase  price.  The  governments  would 
have  to  raise  $40,000  additional  dollars 
to  acquire  the  rail  line.  An  important 
issue  which  must  be  considered  is  possible 
sources  for  the  needed  $40,000.  To  carry 
the  example  further,  assume  the  county 
has  properties  of  the  bankrupt  carrier 
within  its  jurisdiction;  undoubtedly,  tax 
liens  and  claims  exist  against  these  prop¬ 
erties  as  well.  Therefore,  can  the  claims 
against  the  non-acqulr^  properties  be 
used  to  offset  the  purchase  of  the  desired 
rail  line?  Can  the  State  allow  some  of  its 
own  claims  against  the  estate  to  be 
allocated  for  the  purpose  of  satisfying 
the  purchase  price  of  the  rail  line?  These 
Issues  are  not  altogether  clear  in  every 
case;  however,  as  long  as  the  State  and 
local  governments  hold  senior  claims 
against  the  estates,  the  trustee  (s)  should 
be  willing  to  listen  to  reasonable  offers 
aiding  the  settlement  of  the  estate.  Thus, 
if  the  tax  claim  offset  against  the  pur¬ 
chase  price  appears  to  be  an  attractive 
way  to  dispose  of  claims,  then  the  trustee 
will  likely  be  amoidable  to  offers  from 
the  government  agencies. 


Forgiveness  of  tax  claims  may  also 
emerge  as  a  useful  technique  in  financing 
inducements  for  continued  rail  services.; 

A  typical  inducement  will  be  the 
standardized  rail  service  continuation 
subsidy  under  the  Act.  Since  the  subsidy 
provider  is  responsible  for  providing  a 
rate  of  return  on  investments  to  the 
estate  of  the  owner  of  the  line  under  sub¬ 
sidy,  then  tax  claims  forgiveness  might 
offset  this  expense  in  total  or  in  part. 

Somewhat  more  complex  is  an  ar¬ 
rangement  whereby  the  operating  car¬ 
rier  which  does  not  own  the  infrastruc¬ 
ture  contracts  with  the  subsidizer  to  pro¬ 
vide  continued  rail  services.  This  sort 
of  arrang«nent  might  be  possible  if  a 
solvent  carrier  acquires  portions  of  an 
estate  which  is  conveying  substantially 
all  of  its  assets.  In  this  case,  the  acquirer 
could  satisfy  its  purchase  obligation  by 
assuming  a  State/local  tax  claim  which 
in  turn  would  be  forgiven  in  exchange 
for  an  operating  subsidy.  A  hypothetical 
application  of  this  rather  complex  ar¬ 
rangement  would  be  an  agreonent  in 
which  the  Chessie  operated  an  undesig¬ 
nated  light  density  line  of  the  Reading 
Company.  The  agreement  for  operations 
would  be  between  Chessie  System  and 
the  subsidizer.  However,  if  the  Chessie 
purchases  portions  of  the  Reading  Com¬ 
pany,  part  of  its  purchase  price  could 
be  “foi^ven”  in  exchange  for  operating 
contracts  over  the  undesignated  line.  It 
would  be  contracturally  agreed  that  the 
Chessie  arrangement  would  be  “consid¬ 
eration”  conveyed  to  the  Reading  Com¬ 
pany  for  some  properties.  This  consid¬ 
eration  would  be  directly  applicable  to 
satisfy  Reading’s  claims  to  the  govern¬ 
ments  involved  in  the  subsidy  contract. 
Thus,  a  three-way  arrangement  is 
formed  from  the  subsidizer  to  the  Ches- 
sie  in  which  the  subsidizer’s  liens  against 
the  Reading  Company  are  used  as  partial 
payment  to  the  Chessie. 

In  contrast,  the  Boston  and  Maine  is  a 
special  case  because  it  is  a  railroad  which 
has  substantial  liens  against  it,  and  it 
intends  to  remain  in  business.  ’These  tax 
llms  could  be  contracturally  eliminated 
in  a  court-approved  operating  agreement 
in  which  the  claim  is  forgiven  in  ex¬ 
change  for  some  sort  of  operating  agree¬ 
ment.  (An  operating  agreement  between 
a  subsidizer  and  the  Boston  and  Maine  is 
not  restricted  by  the  Act) . 

’Ihere  are  several  issues  which  will 
have  to  be  recognized  and  resolved  before 
the  forgiveness  of  tax  claims  becomes 
a  functional  alternative  method  of  re¬ 
taining  rail  service.  Usage  of  tax  liens  for 
such  purposes  is  unprecedented  and  has 
no  statutory  guides.  Pitfalls  exist  within 
the  estates  of  the  bankrupts,  as  well  as 
within  the  political  structure  and  laws 
which  constrict  the  subsidizer. 

’The  subsidizer  should  be  prepared  to 
negotiate  and  compromise  with  the 
trustee  of  the  bankrupt  estates.  How¬ 
ever,  these  negotiations  will  not  be  easy 
because  the  trustees  may  not  necessarily 
interpret  themselves  as  having  the  au¬ 
thority  to  make  the  agreements  envi¬ 
sioned  by  the  subsidizer.  In  fact,  some 
trustees  do  not  have  the  staff  needed  to 
react  to  matters  as  complex  as  offset- 
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ting  liens  against  subsidy  costs.  The  most 
important  factor  to  bear  in  mind  is  that 
most  railroad  reorganization  plans  are 
the  result  of  compromised  negotiated 
agreements  among  classes  of  claimants  in 
which  full  compensation  is  not  received, 
but  the  settlement  is  superior  to  contin¬ 
ued  litigation.  The  State  and  local  claim¬ 
ants,  despite  the  seniority  of  their 
claims,  are  in  the  same  predicament.  It 
will  take  many  years  to  distribute  the 
proceeds  of  the  reorganization  plan. 
Therefore,  if  a  State  and  local  govern¬ 
ment  is  interested  in  utilizing  its  claims 
in  the  near  future,  it  must  be  prepared 
to  offer  an  attractive  deal  to  the  trustees 
which  the  trustees  can  submit  to  the  re¬ 
organization  court  for  approval.  If  the 
proposal  is  clearly  unfavorable,  the 
trustee  or  some  other  class  of  creditor 
will  undoubtedly  successfully  block  the 
contract. 

As  can  be  seen,  one  of  the  extremely 
important  issues  is  the  different  classes 
into  which  the  state  and  local  govern¬ 
ments’  claims  can  be  allocated. 

Tax  claims  are  separated  according  to 
the  following  categories: 

(1)  Secured — unsecured; 

(2)  Interest: 

(3)  Pre-petltlon — post-petition; 

(4)  Federal  tax  claims. 

A  secured  tax  claim  is  that  in  which 
local  statute  provides  the  tax  claimant 
with  a  lien  on  the  property  to  which  the 
taxes  are  in  defaiilt.  An  unsecured  tax 
claim  is  not  secured  by  such  a  lien.  The 
bankruptcy  statutes  treat  the  secured 
claim  with  a  higher  priority  than  un¬ 
secured  claims.  If  the  proceeds  from  the 
disposition  of  a  particular  property  do 
not  fully  satisfy  the  claims  of  the  tax 
lienholder  (claimant),  then  the  claim¬ 
ant  mav  have  an  unsecured  claim 
against  the  remainder  of  the  estate.  The 
courts  treat  interest  on  such  claims  in 
a  wholly  subjective  manner.  Very  often 
they  will  not  accept  interest  on  post-pe¬ 
tition  tax  accruals.  However,  some  courts 
have  given  some  weight  to  interest  on 
pre-petition  tax  claims.  At  this  stage,  it 
is  impossible  to  conjecture  what  a  prob¬ 
able  interest  rate  will  be  even  if  the 
courts  decide  to  recognize  interest 
claims. 

Tax  claims,  like  all  other  claims,  are 
ranked  according  to  the  time  of  incur- 
rance  of  the  claim.  Claims  which  accrue 
after  the  petition  for  bankruptcy  are 
known  as  post-petition  claims.  These 
are  related  to  the  cost  of  administra¬ 
tion  of  the  estate  in  order  to  keep  the 
estate  operating  until  it  is  reorganized. 
These  claims  are  afforded  the  highest 
priority.  Vendor-type  claims  which  oc¬ 
cur  just  before  the  petition  for  bank¬ 
ruptcy  receive  the  next  highest  priority. 
Then  pre-petition  claims  are  addressed. 
The  mosrt  senior  class  among  these  is  se¬ 
cured  tax  liens.  Unsecured  tax  liens  are 
subordinate  to  these  and  other  secured 
liens.  (An  example  of  another  lienholder 
is  the  mortgagee  on  properties.)  Secured 
claims  are  probably  of  high  enough  pri¬ 
ority  to  be  useful  levers  in  negotiations. 

State  and  local  claims  are  subordinate 
to  Federal  claims.  However,  unresolved 
at  this  time  is  whether  unsecured  Fed¬ 


eral  claims  are  senior  to  secured  state 
and  local  claims.  Another  issue  facing 
the  State  and  local  creditors  are  the  re¬ 
sidual  claims  that  they  hold  beyond  their 
lien.  That  is,  can  the  State/local  claim¬ 
ant  holding  a  lien  against  a  particular 
property  bring  an  unsecured  claim 
against  the  entire  estate  if  the  proceeds 
from  the  sale  of  the  secured  property  are 
not  sufficient  to  satisfy  the  lien? 

Even  though  the  State/local  claims  are 
rather  senior  claims,  in  many  cases  they 
will  not  be  satisfied  in  cash  at  100  cents 
on  the  dollar.  In  fact,  some  sort  of  paper 
is  likely  to  be  issued  and  *the  market 
value  may  be  at  somewhat  of  a  discount 
to  the  recognized  claim.  Furthermore,  it 
is  very  possible  that  disposition  of  a 
claim  could  take  many  years  from  the 
time  of  conveyance  to  ConRail.  Thus,  the 
proceeds  to  be  distributed  to  the  State 
and  local  governments  are  likely  to  have 
a  present  worth  at  a  very  substantial 
discount  of  their  base  claim.  Once  again, 
there  is  cogent  reason  for  the  state  and 
locals  to  negotiate  an  agreement  with 
the  estate. 

An  interesting  wrinkle  which  will 
emerge  in  some  of  these  negotiations  is 
the  inset  of  reversionay  rights.  When 
many  of  the  railroads  were  built  in  the 
region,  the  State  provided  the  railroad 
franchise  with  the  right  to  construct  the 
railroad  with  the  provision  that  if  the 
railroad  ceased  to  exist,  then  the  land 
would  revert  back  to  the  original  owner 
or  the  State.  Thus,  if  the  railroad  aban¬ 
dons  a  line,  it  does  not  actually  hold  the 
salvage  right  to  the  land,  but  merely  the 
removeable  structures.  In  such  cases,  it 
may  be  more  advantageous  for  the 
State/local  governments  to  permit  the 
railroad  to  abandon  the  line;  then,  the 
government  can  take  over  the  right  of 
way  when  the  reversionary  rights  become 
effective.  In  effect,  a  costless  acquisition 
of  the  land  has  occurred.  Of  course,  stat¬ 
utory  constraints  at  the  State  and  local 
level  will  have  to  be  researched  before 
properties  can  be  taken  over  by  this 
method. 

J.  Non-Cash  Financial  Incentives 

Tax  credits  are  a  way  to  enhance  the 
prospects  of  a  project;  they  can  be  used 
as  incentives  to  users  or  suppliers  of  rail 
service.  A  special  investment  tax  credit 
could  be  applicable  to  investors  in  light 
density  line  projects.  For  example,  re¬ 
habilitation  expenditures  could  be  ac¬ 
corded  a  specialized  accounting  treat¬ 
ment  by  State  and  local  taxing  authori¬ 
ties.  In  States  with  income  taxes,  reha¬ 
bilitation  expenditures  could  be  treated 
in  a  manner  similar  to  the  Federal  in¬ 
vestment  tax  credit.  Where  income  taxes 
do  not  exist,  then  special  provisions  for 
rehabilitation  could  be  used  to  offset  as¬ 
sessed  real  estate  tax  rates. 

Communities  may  not  need  to  provide 
direct  economic  impetus  to  attract  in¬ 
vestor  suoport  for  a  light  density  line 
project.  Often  the  powers  of  the  com¬ 
munity  government  can  be  brought  to 
bear  to  make  the  operations  of  the  light 
density  line  more  attractive.  Typically 
the  community  controls  zoning,  develop¬ 
ment  and  public  works.  Each  of  these 


authorities  could  provide  incentives  with 
very  real  implications  to  the  owners  and 
operators  of  rail  lines. 

Class  I  railroads  and  potential  invest¬ 
ors  in  a  short  line  enterprise  will  often 
consider  the  overall  package  much  more 
attractive  if  it  is  accompanied  by  the 
prospect  for  development  of  railroad 
owned  land  adjacent  to  the  line.  Changes 
in  zoning  classifications  on  these  lands 
could  facilitate  railroad-lead  develop¬ 
ment.  An  agreement  could  be  made 
wherein  the  railroad  would  agree  to  up¬ 
grade  its  rail  facilities  in  exchange  for 
certain  land  and/or  zoning  changes.  An¬ 
other  incentive  is  to  use  the  capability  of 
the  community’s  office  of  public  works. 
The  community  could  assume  the  re¬ 
sponsibility  for  maintenance  of  some 
structures  on  the  right  of  way  in  ex¬ 
change  for  continued  or  improved  rail 
service  on  the  line. 

In  summary,  local,  county,  regional, 
and  State  governments  have  potentially 
numerous  ways  of  enhancing  the  pros¬ 
pect  for  continued  rail  service  on  a  line 
without  simply  establishing  massive  sub¬ 
sidy  and  acquisition  programs.  However, 
the  applicability  of  these  techniques  has 
to  be  considered  with  regard  to  each 
individual  light  density  rail  line. 

[seal]  Robert  L.  Oswald, 

Secretary. 

Appendix  A — Relevant  Factors  in  the 
Benefit-Cost  Analysis 

In  determining  whether  a  particular  rail 
property  is  suitable  for  a  service  continuation 
subsidy,  the  potential  subsidizer  should  focus 
on  the  economic,  social,  and  environmental 
factors  involved  in  the  loss  of  rail  service, 
and  possible  shift  to  alternative  modes,  as¬ 
sessing  them  in  quantitative  and/or  qualita¬ 
tive  terms. 

The  major  economic  factors  which  should 
be  considered  in  assessing  the  impact  of  rail 
discontinuance  are:  (a)  Employment.  Layoff 
or  transfer  of  railroad  employees;  curtail¬ 
ment,  relocation  or  cessation  of  operations 
by  rail  users;  reduction  in  work  force  by  firms 
providing  goods  and  services  to  the  affected 
area;  and  additional  jobs  created  in  the 
affected  area,  (b)  Income.  Loss  or  gain  of 
compensation,  to  all  employees  identified  in 
(a)  above,  in  the  form  of  wages,  salaries, 
dividends  and  fringe  benefits;  proprietors’ 
income  generated  by  small  business  firms 
providing  retail  and  wholesale  goods  and 
services.  Including  farms;  rental  Income  re¬ 
sulting  from  rental  of  property  and  equip¬ 
ment  by  individuals;  and  corporate  profits 
produced  by  generally  large  manufacturers, 
(c)  Financial  Aid.  Increase  or  decrease  in 
employment  benefits  paid  to  lald-off  em¬ 
ployees;  welfare  benefits  paid  to  affected 
employees  and  their  dependents;  relocation 
allowances  made  to  employees  wishing  to 
relocate  in  their  jobs;  retraining  expenses 
to  retrain  employees  who  lose  their  jobs; 
and  government  aids  to  private  industry  in 
the  form  of  special  grants,  waivers,  etc.  to 
adversely  affected  business  firms,  (d)  Taxes. 
Loss  or  gain  of  revenue  accruing  to  local. 
State  and  Federal  governments  generated 
from  personal  Income  taxes;  sales  taxes; 
property  taxes;  and  corporate  taxes,  (e) 
Modal  Costs.  Increased  or  decreased  operat¬ 
ing  costs,  including  fuel  consumption,  in¬ 
curred  by  businesses  in  the  use  of  an  alter¬ 
native  transportation  mode,  with  due 
consideration  of  such  elements  as  packaging, 
loading,  transloading,  switching  and  line- 
haul  costs,  (f)  Consumer  Costs.  Increased 
or  decreased  costs  of  goods  and  services  to 
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consumer  brought  about  by  changes  In  costs 
(t.e.  transport  costs)  Incurred  by  affected 
manufacturers,  wholesalers  and  retailers,  (g) 
Other.  Loss  of  future  benefits  due  to  de¬ 
creased  potential  for  new  Industrial  develop¬ 
ment  and  plant  expansion  where  rail  service 
Is  essential;  unavailable  or  Impractical  alter¬ 
native  transportation  modes  because  of  local 
road  and  bridge  conditions  or  because  of  the 
nature  of  the  product  being  shipped,  such 
as  coal,  fertilizer,  grain  or  lumber;  and 
lowering  of  commercial  and  residential  prop¬ 
erty  values  dependent  upon  rail  service,  af¬ 
fecting  the  worth  of  those  who  own  such 
properties. 

TTie  major  social  factors  which  should  be 
considered  are;  (a)  Demographic  Changes 
affecting  population;  urban /rural  composi¬ 
tion;  housing  patterns;  and  life  style  pecu¬ 
liarities.  (b)  Economic.  Effects  on  the 
diversity  of  economic  base  of  the  affected 
area;  and  the  diversity  of  skills  among  the 
affected  area’s  labor  force,  (c)  Taxpayer 
Costs.  Budgetary  uncertainties  and  changes 
In  funding  priorities.  Irretrievable  commit¬ 
ments  of  funds  for  projects  smd  public 
services  no  longer  needed;  disruption  of 
land  use  plans  and  zoning  regulations.  In¬ 
cluding  possible  re-use  of  rail  rlghts-of- 
way  for  agricultural,  commercial.  Industrial 
or  residential  purposes,  transportation- 
related  purposes  or  recreational,  tourist, 
wildlife,  hobby,  or  historic  preservation 
purposes;  and  overall  government  economic, 
social,  energy  and  epvlronmental  objectives, 
policies  and  programs. 

The  major  environmental  factors 
which  should  be  considered  are:  (a)  Air 
Pollution.  Pollutants  (i.e.  carbon  mon¬ 
oxide,  hydrocarbons,  and  nitrogen 
oxides)  produced  by  combustion  in  diesel 
locomotives;  and  pollutants  produced  by 
alternative  transportation  modes,  espe¬ 
cially  trucks,  (b)  Land  Pollution.  Esthetic 
conditions,  such  as  accumulation  of  litter 
and  weeds  along  rail  lines;  traffic  conges¬ 
tion  on  highways  and  streets  resulting 
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from  a  switch  to  an  alternative  transpor¬ 
tation  mode,  such  as  trucking;  and  pub¬ 
lic  safety  hazards,  such  as  brush  fires 
produced  by  locomotive  sparks,  motor- 
vehicle  accidents  at  railroad  grade-cross¬ 
ings  and  motor-vehicle  accidents  on 
highways  and  streets  if  the  alternative 
transportation  mode  is  trucking,  (c) 
Noise  Pollution.  Noise  levels,  for  both  the 
railroad  and  the  alternative  transporta¬ 
tion  mode  (usually  trucks) ,  depending  on 
such  factors  as  locations  of  the  rail  line 
and  major  highways  and  streets  in  re¬ 
lation  to  locations  of  schools,  hospitals 
and  residential  neighborhoods;  types  of 
equipment  used  by  the  railroad  and  the 
alternative  mode;  the  number  of  railroad 
grade-crossings  and  State  Laws  concern¬ 
ing  audible  warnings;  number  and  age 
of  motor  vehicles  required  to  replace 
rail;  types  of  motor  vehicle  engines  to 
be  used — diesel  vs.  gasoline;  and  overall 
level  of  background  noise,  (d)  Water 
Pollution.  Interference  with  normal 
water  flow  by  railroad  causeways;  the 
threat  to  water  quality  by  the  application 
of  pesticides  to  railroad  rights-of-way  for 
weed  and  brush  control;  and  fuel  spillage, 
especially  at  railroad  fueling  stations, 
shops  and  terminals. 

Information  Sources  Appendix  B 

The  following,  which  are  referred  to  In  the 
preceding  text,  are  suggested  as  useful 
sources  of  Information  to  those  who  are  In¬ 
terested  In  the  rail  service  continuance  sub¬ 
sidy  program  provided  for  under  the  Re¬ 
gional  Rail  Reorganization  Act  of  1973.  They 
are  listed  In  chronological  order  according 
to  their  date  of  Issuance.  A  limited  number 
of'  copies  of  these  sources  are  available  from 
the  Rail  Services  Planning  Office,  Govern¬ 
ment  and  Industry  Liaison,  1900  L  Street 
NW.,  5th  Floor,  Washington,  D.C.  20036, 
(202)/254-3294). 


♦Regional  Rail  Reorganization  Act  of  1973, 
Public  Law  93-236,  87  Stat.  985  (January  2, 
1974). 

♦Rail  Service  In  the  Midwest  and  North¬ 
east  Region,  A  Report  by  the  Secretary  of 
Transportation.  Volumes  1  and  II,  39  PR  5392 
(February  1,  1974) . 

•Evaluation  of  the  Secretary  of  Trans¬ 
portation’s  Rail  Services  Report.  A  Report  of 
the  Rail  Services  Planning  Office,  39  FR  17147, 
(May  2.  1974). 

•Rail  Service  Continuation  Subsidies, 
Standards  for  Determination,  Rail  Services 
Planning  Office,  39  HR  24294,  (July  1,  1974), 
with  Amendments.  40  FR  1624,  (January  8, 
1975),  and  with  additional  Amendments,  40 
FR  14186,  (March  28,  1975). 

•Unlteci  States  Railway  Association  Annual 
Report  June  30,  1974  with  a  Supplemental 
Report  ’Through  October,  1974.  (November 
13.  1974). 

•Preliminary  Views  on  Rail  Restructuring, 
Comments  of  the  Rail  Services  Planning  Of¬ 
fice  (January  10, 1975) . 

•Guide  for  Evaluating  the  Community  Im¬ 
pact  cf  Rail  Service  Discontinuance,  Office  of 
Public  Counsel,  Rail  Services  Planning  Of¬ 
fice  (January  10,  1975). 

•Continuation  of  Local  Rail  Service,  Pro¬ 
cedures  and  Requirements  Regarding  Appli¬ 
cations  and  Disbursement.  Federal  Railroad 
Administration,  U.S.  Department  of  Trans¬ 
portation,  40  FR  4232  (January  28,  1976). 

•Analysis  of  Community  Impacts  Result¬ 
ing  from  the  Loss  of  Rail  Service,  CONSAD 
Research  Corporation,  Prepared  for  United 
States  Railway  Association,  Volumes  I,  II, 
III  and  IV  (February  14,  1975). 

•Preliminary  System  Plan,  United  States 
Railway  Association,  Volumes  I  and  n,  40 
FR  9323  (March  4.  1975). 

•Evaluation  of  the  U.S.  Railway  Associa¬ 
tion’s  Preliminary  System  Plan,  A  Report 
of  the  Rail  Services  Planning  Office,  40  FR 
21802  (May  19,  1975). 

•Community  Self-Help  Methods  to  Pre¬ 
serve  or  Reinstitute  Rail  Light-Density  Line 
Service,  Ernest  Weiss.  Prepared  for  Rail  Serv¬ 
ices  Planning  Office  (June  6,  1976). 
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